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Foreword and Acknowledgements 


“Follow the money!’ That advice, from a tipster code-named Deep Throat, helped news reporters in the early 1970s 
expose corrupted links of power in Washington DC going right to the top. For anyone wishing to understand power in 
North-South relations, that shrewd tip can’t be bettered. The following pages may have none of the whodunnit drama 
of exposé journalism, but they do extend to Washington DC, corruption, power and of course, money. 


This book is meant chiefly for inquiring general readers as an introduction to some issues of foreign aid. It was written 
at a desk in Amsterdam, The Netherlands, from March through October 2001, on the basis of routine visits to libraries, 
including the virtual library of the Internet. It draws on the writer’s own professional work close to foreign aid and its 
natural habitats: agency head offices and sub-offices, consulting groups, academic kibitzers, grantees and “target 
groups” at the end of aid chains. However, the book could make only indirect use of that professional experience. 
That is because most of the writer’s contracts with aid agencies forbid disclosure of information about them and the 
outcomes of their work. With a couple of exceptions therefore, only material in open circulation has been cited. 


The book had to be selective in other respects. Where there was a choice of ways to illuminate issues, the views of 
well-informed figures within, or friendly to the aid system were selected instead of the views of critical outsiders. That 
selection bias may help readers get a sense of the rumblings of dissent in and around the foreign aid industry. There, 
attitudes might be summed up in the remark of the American anti-Cold War cartoon strip character Pogo: ‘We have 
met the enemy, and he is us.’ 


Thanks are due to Robert Molteno, Director of Zed Books, for having proposed the creation of this book, and for his 
counsel about its shape and content. No Deep Throats provided spicy anecdotes or data, but colleagues and friends 
sparked ideas, suggested further references, and spotted errors. Particular thanks are due to Kees Biekart, John Saxby 
and Wim Bossema for their comments, to the Donor Funding research project of the Centre for Development Studies 
of the University of Natal, South Africa, for financial support, and to Florrie de Pater for no dull moments. 


Prologue: A Tale of Two Foreign Aid Initiatives 
Western Europe 1948-1952 


After the Second World War, much of Western Europe was in ruins. Tens of millions of people were uprooted and a 
hundred million were hungry. Transport, industries and whole cities were crippled. Needing a prosperous Europe, and 
fearing the electoral popularity of leftwing parties there, the US government launched its first major foreign aid 
initiative: the Economic Recovery Program, as proposed by Secretary of State George Marshall. Over four years, US 
$13.3 billion (about $87.5 billion in 1997 dollars) went to 16 countries, accounting for an average of about 10 percent 
of their recorded Gross Domestic Product (GDP) in this period. 


Marshall aid operated under recipient-friendly terms. It was left to the Europeans to: 

e Decide who got what amounts of aid; 

e Monitor spending together with the Americans; 

e Repay the money in national currencies, then to decide jointly with the Americans how to invest the resulting 
counterpart funds; 

e Manage their foreign exchange and trade policy, including the raising of high barriers to imports, such as against 
US tobacco and manufactured goods; 

e Design and follow the aid as a plan, inspired by Keynesian thinking, as a means of saving capitalism by regulating 
it; there was no room for free market fundamentalism and certainly no room for rule by gangsters (1). 


In its recovery, Europe did not depend on this aid alone. Indeed most investment came from internal sources. The US 
gave a lot, on friendly terms; those billions were equivalent to more than four percent of American GDP. At the same 
time, the US quietly took a lot: after the war, wealthy Europeans had stashed away billions in US banks — equivalent 
perhaps to the aid flowing in the opposite direction. Yet there is no question that the Marshall Plan boosted recovery, 
especially in Austria, the Netherlands, Ireland, France, Norway and Italy. It was a big foreign aid success story never 
equaled before -- or since. 


Eastern Europe and the ex-Soviet Union 1990 to today 


In the late 1980s, before the collapse of state socialism, indices of living standards in Russia and most of Eastern 
Europe were roughly those of Ireland or Portugal (2). These societies had many shortcomings, but they were not inert. 
Their economies were relatively efficient at converting modest per capita output into adequate levels of well-being 
and security. When the political collapse came, economic and social institutions and norms were weakened, but 
remained intact. 


Then the aid industry arrived. Western donors and lenders were in a mood of triumph. They had a vision and a 
universal doctrine: Market Fundamentalism. ‘Spread the truth’, said Lawrence Summers, then Senior Economist at the 
World Bank, ‘the laws of economics are like the laws of engineering, one set of laws works everywhere.’ With power, 
money, and missionary zeal, the commanding heights of the aid system took charge: the US Treasury, IMF, World 
Bank and USAID. There was little room for recipient control, except by colluding local technocrats and shadowy 
figures in “business”. There was no room at all for meaningful public accountability (3). 


From 1990 through 1999 net Official Assistance to Eastern Europe and the ex-Soviet Union totaled US$44 billion (4), 
equivalent thus to about half the Marshall aid, and spread over a much larger population. Much of this money never 
entered the targeted lands, being absorbed by Western consulting firms and others. For the aim was less to revive 
these economies than to demolish the state socialist set-up. The aid system’s programme was rapid and radical: shock 
therapy. Governments had to end price controls, slash public spending, raise real interest rates, sell off public assets 
and de-regulate capital flows. For Russia, that last measure helped speed the outflow of hundreds of billion dollars — 
some of it aid money — to offshore financial circuits promoted and protected by the West (5). 


The result was massive poverty and upward redistribution of income and wealth. Winners included gangster- 
entrepreneurs and foreign private investors. Losers were many tens of millions of common citizens and wage earners, 
many of whom simply stopped receiving wages. In most places the economy and the society were rapidly 
disorganized and criminalized. Republics in Caucasus, Central Asia and the Balkans were pushed into civil war. 


Washington and other capitals promoted these changes by covering them under a fog of aid-speak. Inspired and led by 
market evangelists like Summers, who later became US Treasury Secretary and is now President of Harvard 
University, the aid industry’s “star-struck transitologists’ perfected the discourse: 


They gave the name of 'banks' to money-laundering outfits. They described as 'entrepreneurs' schemers who 
enriched themselves at public expense by exploiting political contacts. They referred to formerly state-owned 
enterprises that still depended on massive budgetary subsidies as 'privatised'. They depicted the civil war 
among oligarchs to seize the country's natural-resource wealth as a 'rocky path' to a free-market system. They 
persisted in applying the ‘free market' label to a system thick with monopolies where creditors and competitors 
alike were routinely murdered by hit-men. They gave the name of 'monetarism’ to a policy that resulted in the 
proliferation of barter transactions and the virtual demonetisation of the economy. Focusing exclusively on 
the growth of the stock exchange index, they christened the world's worst economy as 'the best performing 
emerging market’. They used the word ‘capitalism’ to denote a system without stable property rights or other 
conditions for encouraging investment and in which fraudulent bankruptcy is considered a normal business 
practice. And they never stopped calling by the name of 'reform' a scam to loot the country's wealth and 
impoverish the vast majority of its citizens (6). 


That impoverishment beggars the imagination. World Bank data provide some idea of its enormity: in 1987 the 
number of destitute people in Eastern Europe and the ex-Soviet Union was about one million; by 1998 it was 24 
million; in addition, 30 million had fallen into the close-to-destitution category of those with incomes between $1 and 
$2 per day (7). Hunger and political tension swept into four central Asian republics. In the Kyrgyz Republic, the most 
intensively “reformed” of the four, 12 percent of the population had been classified as poor in 1987-88; after seven 
years of free-market therapy, fully 88 percent had fallen into poverty (8). Countries like Poland, Hungary and Estonia 
have since recovered a little from the blow, but like the rest, they emerged as split-level societies, with a few winners 
and many losers. In Russia and the Ukraine, indices of living standards and income inequality in 1998 resembled those 
of Panama or Mexico. In the twentieth century, this was an economic disaster without precedent in peacetime. 


Was the aid industry to blame? Mainstream observers, such as those given prominence in The Economist, assert that 
neither the top of the aid system nor its fundamentalist orthodoxy should be held to account for this catastrophe. The 
cause, they say, was an inevitable result of the system’s collapse, and unfortunate meddling by the communist old 
guard. Yet Nobel Prize economist Joseph Stiglitz, a senior policy-maker in Washington throughout the period, tells a 
different story about the reasons for failure of “reform”. For him there is no doubt about the culpability of the aid 
institutions and their doctrine: 


One variation on this theme is to blame the failure of the shock therapy reforms on corruption and rent- 
seeking at every turn, without recognizing any role of the institutional blitzkrieg in destroying but not 
replacing the old social norms -- and thus in removing the last restraints against society-threatening levels of 
corruption. This is like using a flame-thrower to burn off an old coat of house paint, and then lamenting that 
you couldn't finish the new paint job because the house burned down (9). 


§ 


Nearly fifty years separate these two cases, yet the greater gulf between them is not temporal but ideological. The first 
was based on solidarity and public control at the receiving end; it was successful, with beneficial outcomes for 
millions. The second was based on what might be termed Market Leninism: coercive intent and non-accountable 
control from the top under a fog of Orwellian propaganda; for its designers it too was successful, but with terrible 
outcomes for millions. Much of what appears in the following pages has risen and fallen on these ideological tides. 
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1. Foreign Aid: a Problem Posing as a Solution? (1) 


A token of concern, power and expertise, aid is given with a glow of satisfaction. A badge of candidate- 
membership in the club of modern nations, aid is received with gratitude. Givers and receivers, at least in 
their public utterances, applaud foreign aid as a good thing that should continue. 


Yet something is the matter with foreign aid. Where it dominates, pride and ambition have given way to 
dependence and deference. In some aid-targeted places, public management and services have decayed or 
collapsed, poverty and inequality have worsened, and insecurity prevails. The paradoxes can be grotesque. 
Since 1990, the foreign aid industry has presided over societies toppling into criminal disorder and violence. 
There were so many helping hands in Rwanda, yet those hands helped position that country at the edge of 
the abyss of genocide -- only to disclaim any responsibility in the aftermath (2). 


Exempt from punishment if things go wrong, aid planners have returned again and again from their drawing- 
boards with new, improved, fail-safe strategies involving yet another flight into the future. Today, however, 
some proposals have begun to sound worthwhile. In the late 1990s, half a century after aid began, aid 

industry leaders let it be known that their chief mission is, after all, to help improve the lives of poor people. 


For the OECD club of rich countries and for the World Bank, the official purposes of aid at the turn of the 

century may be stated as basically three: 

e Reducing material poverty, chiefly through economic growth, but also through provision of public 
infrastructure and basic social services; 

e Promoting good governance, chiefly in effective, honest, and democratically accountable institutions to 
manage the economy and the legal order, but also in promotion of civil and political rights; 

e Reversing negative environmental trends. 


If seriously pursued, such aims would shift aid onto promising new paths. For as enforced by its most 
powerful institutions up to now, many aid policies have not favoured emancipatory politics or economics. 
Except for brief period in the mid-1970s, poverty and human rights never enjoyed real support at the top of 
the aid system. 


It is true, and possibly significant, that in a few cases (Korea, Botswana, Honduras) aid has been associated 
with poverty reduction, improved social services and competent public institutions. Yet in other places 
(Cuba, China, Kerala state in India) Western aid was irrelevant or only of minor importance in building 
competent public sectors and in lifting millions out of poverty (3). 


In a much larger number of countries, aid volumes correlate with erratic and slow advances toward such 
goals, and even reversals. Some of yesterday’s major aid recipients — Congo-Kinshasa, Guiné-Bissau, Haiti, 
Liberia, Sierra Leone, Somalia -- are today’s collapsed states. Worryingly, the link between aid and bad 
politics goes further than mere anecdote. Research noted later in this book suggests that the greater a 
country’s dependence on aid, the worse the quality of its public institutions. The evidence has grown: on 
many occasions, foreign aid has been a problem posing as a solution. 


Such a conclusion sounds unfair. Many would argue that aid itself is blameless, but has failed to work well 
because it was hijacked for selfish political and commercial purposes. It has favored the wrong countries, 
wrong leaders and wrong sectors, and has been badly supervised and accounted for besides. Proposals about 
aid then come down to: reform it, but especially give more of it. Such arguments sound beneficent, but are 
they? They would carry more weight if it could be shown, consistently and clearly, that foreign aid in its 
reformed versions is achieving anti-poverty, good governance results. But that is not (yet) the case. 


But a greater unfairness arises from the kind of attention aid gets. Posed as a remedy to enormous, old, 
complex problems of poverty, growth and governance, foreign aid faces expectations it cannot reasonably 
meet. It is simply overburdened with too much hope and hype. Aid thus becomes a fall guy, and a 


distraction. While its advances and setbacks get attention, other forces are meantime at work: unfair trade, 
brain drain, capital flight, lowered public revenues, technological change, warlord/druglord wars, and other 
dynamics seemingly beyond public control. These help erase the modest gains achieved with aid. Aid has 
sometimes helped camouflage such trends, and drive them. 


This warped structure of attention has begun losing some of its distortions. Policy makers now say they 
wish to harmonize aid policy with other policies to make them cohere. European governments have 
promised to bring North-South policies on foreign trade, human rights, military support and aid into 
alignment. Aid’s powers to remedy poverty and mis-government are now confidently broadcast, drowning 
out older claims about its powers to boost output. The IMF no longer uses the detested term Structural 
Adjustment (4) about its standard austerity recipe; the term today is “poverty reduction and growth”. 


Lions don’t lie down with lambs. Are we supposed to believe that a similar wonder is at hand? Aid system 
actors have frequently re-defined their job descriptions and fled into the future. Are today’s transformations 
any different? Whatever the case, aid now faces new expectations, and tougher, more complex standards by 
which it may be judged. 


Charity market advertising may keep romanticizing it, but foreign aid no longer sits tall on a white horse. It 
is but one (lightweight) potential contributor to solutions among other (heavyweight) instruments. Yet it 
cannot yet be written off as an outdated sideshow in the repertoire of geopolitics. For in the last half of the 
twentieth century, aid’s leading institutions, the IMF, World Bank and the Bank’s surrogates, the regional 
development banks -- referred to here as International Financial Institutions or IFIs -- have been assigned 
strategic roles. Their power is far out of proportion to the funds they manage. Why that should be so, and 
what lessons that may have, are topics addressed in this book. 


This book is written in the belief that pressure pays. Recent moves toward realism and pro-poor policies are 
thanks to years of probing and criticism. Some pressures came from courageous truth-tellers within the aid 
industry. But its leadership would never have moved without the patient but assertive argument by skeptical 
aid-watchers among academics and journalists, by people at the receiving end, and especially by policy 
activists South and North on the fronts of environment, human rights, gender equity, trade, capital flows, 
and peace. That is, the aid system can be made to change -- but only if publicly shamed, prodded and 
cajoled to do so. Some within the industry agree with the critics and welcome the pressure. In the balance is 
whether this pressure can nudge things beyond the modest shifts of emphasis toward fundamental changes in 
the wider rules governing relations between rich and poor. 


Many tasks, many friends, many guises 


Aid is help. 

Aid reflects altruism. 

Aid flows from rich to poor. 

Aid reduces poverty. 

Aid is intended to reduce poverty. 


Oo0O000 0 


These are among claims made for aid. They are also its shibboleths, the catch-phrases that distinguish 
believers from doubters. Indeed they are utterances of belief, not fact. At best they are half-truths. 


For at least three decades, research has exposed them as seriously misleading, if not wholly false. The 
exposés stand out in book titles: The Myth of Aid, Aid as Imperialism, Aid as Obstacle, Deadly Aid, Giving 
is Taking, Lords of Poverty, Famine Crimes, The Road to Hell: The Ravaging Effects of Foreign Aid and 
International Charity, Masters of Illusion, Lethal Aid, and Aiding Violence: The Development Enterprise in 
Rwanda (5). 


Are these merely outbursts of reactionary cranks and social Darwinists? Hardly. They are reasoned and 
carefully documented studies whose authors want a fairer world, and public measures to achieve it. They 


start from an optimistic view that genuine help is a good and necessary thing. Critics of aid on the Right, on 
the other hand, start from pessimistic assumptions. They worry about public claims on private accumulation, 
free riders and other drags on the forward motion of market systems. Yet on certain matters, such as the 
dangerous liaisons between aid and dictatorship(6), a few critics on the libertarian Right hold outspoken 
views echoing those on the Left. 


Optimism about the importance of genuine assistance is likewise a starting-point of this book, though it has 
been tempered by the findings in the writings just noted. Given the appalling outcomes of the official aid 
system’s two decade infatuation with many ideas from the political Right, there are good reasons to avoid its 
starting-points, though its conclusions about the powers of big aid institutions merit attention. 


Since the 1970s aid has come under fire from both ends of the political spectrum. The charge sheet includes 
Afghanistan, Angola, Liberia, Congo-Kinshasa, Somalia and South Vietnam, where US aid kept venal and 
violent clients on life support systems. Also shaping public opinion has been a succession of aid scandals 
such as the British aid-for-arms deals with Malaysia and Indonesia exposed in 1994; the outrageous graft in 
Italian aid exposed in 1996 (7); revelations in 1998 that between a fifth and a third of the World Bank’s $30 
billion aid to Indonesia had -- with the apparent knowledge of the Bank -- disappeared into the ruling 
dynasty’s pockets. Add to these the regular trickle of stories about failed projects, waste, exaggerated 
agency claims and plush lifestyles (8) and the loss of faith among Western publics is not so surprising. The 
surprise comes in the fact that, despite waning belief that aid makes any lasting difference, most Northern 
citizens still feel bound to give it. In past times, policy elites favoured aid more than taxpaying publics. 
Today it’s the other way around: though worried by the scandals, most publics continue to feel an 
obligation to give, while policy elites show deepening disenchantment with aid (9). 


The established aid system is under pressure. Official aid budgets did suffer cuts after 1993; but aid was not 
the only sector to tighten its belt in that period. Since 1999, overall aid spending has rebounded somewhat. 

Like a hero in a folktale, it overcomes adversity in pursuit of its noble mission. Little penetrates its armour, 

and little adheres to its no-stick surface. 


This is extraordinary. It seems hardly in keeping with the temper of the times. For on the domestic front in 
Northern countries, social services and protection for disadvantaged people has been pushed far down 
political agendas, especially in the Anglo-Saxon countries. Rightwing think tanks and politicians advocate 
minimal public responsibility for the poor. They warn that unless cities, provinces and nations cut their 
welfare burdens, they will end up losers in the global competition to attract mobile investors. On the plane 
of global policy, Northern political elites talk about the poor in muted, ritual tones; they raise their voices 
slightly when mounting small wars or disparaging anti-globalization protests. But despite the hostile official 
climate, the aid industry has shown great powers of adaptation, protective coloration, and survival. The 
heroic quest continues. 


Is this a case of hope triumphing over experience, or is something else going on? Aid has meant different 
things to different people. Down through the decades, constituent parts of the aid system have operated in 
ways that make it resemble: 


= a financial services industry, promoting exports and loans on easy terms, and quietly insuring creditors 
against bad debts; 

= a technical services industry, improving know-how and infrastructure; 

= a“‘feel good” and image industry that can relieve guilt and subtly pander to the satisfactions of 
parental/paternal authority; 

* a political toolshed stocked with carrots and sticks to train and discipline clients; 

= a knowledge and ideology industry, setting policy agendas and shaping norms and aspirations. 


Each aid-giving nation displays its own mix of these and other roles. Yet as many have repeatedly observed, 
official aid is ultimately just another instrument to project power beyond national borders, a tool of foreign 
policy. Foreign aid has traditionally been the domain of policy elites and certain outwardly-oriented 


business groups. Aid issues may be matters of national prestige, but they rarely excite passions or win 
votes. Hence aid’s balloon-like tendency to float above the sweaty business of politics, and to escape public 
attention. 


To overcome such political isolation, aid institutions have enlisted many allies, from farmers to bankers, 
transporters to church people, academics to media moguls. Aid’s colours span the spectrum from socialist 
red to liberal blue. Rationales gravitate toward the political middle — the purple zone where red and blue 
meet, and where bipartisan or consensus politics rule in back rooms. Its multiple roles have served a wide 
range of political, military, financial, commercial and psychological interests -- often at the same time. 
These interest coalitions help account for aid’s remarkable ability to survive, but also for its ability to 
accumulate and decorate itself with many goals and purposes. Hence in public comment on aid the frequent 
allusions to Santa Claus and Christmas trees. 


Yet most foreign aid is not about beneficence, but about power. The metaphor of the chain, the standard 
hierarchy of the aid system, conveys this. This book’s fourth and fifth chapters describe aid’s structure in 
terms of a chain. Standard writings focus on the financial and material cargo flowing toward end-points. Of 
special interest in this book are non-material flows: the attention-structuring, problem-defining, role- 
assigning flow of ideas — the cults that go with the cargo. Aid has been one of the ways powerful 
institutions encode their doctrines and impose them on the less powerful. The seventh chapter considers 
how money talks. 


Command over ideas is often more decisive than the mere transfer of resources. That helps explain why 
elites keep backing aid institutions despite the lack of good evidence that aid regularly achieves its 
advertised objectives and despite mounting evidence that aid can help make things worse. The eighth 
chapter discusses some of these outcomes. 


The expanded reproduction of the aid industry itself, involving political, business and nonprofit allies, has 
been an important outcome. But support and collusion are by no means the only responses. Resistance to 
the arrogance, coercion and self-interest of the aid system has grown, especially since the 1980s. Among 
officials at the receiving end this resistance has been covert and subtle. In the streets and assembly halls in 
the South and the North, activists from labour, human rights, environment, debt and indigenous peoples’ 
organizations have mobilized overt and vocal resistance. Once dismissed as silly idealists with no grasp of 
economics and policy sciences, this movement’s knowledge-based members have marshaled facts and 
arguments with increasing effect. 


Some aid institutions in the UN system, and a few private aid agencies, are actively in sympathy with this 
movement’s ideals. At the commanding heights of the aid system, its criticisms have begun to get a 
respectful hearing. Indeed the IFIs now talk an anti-poverty, pro-democracy line adapted from their critics. 
Their message is becoming one of ‘Don’t fight us. Join us’. They insinuate that it is the critics who lack 
accountability, transparency and compassion for the poor. 


This book draws on those conflicts and debates. They make the aid system one of the more accessible arenas 
of world politics. It is a forum where political and economic scenarios are proposed and new rules 
hammered out. Here and there some actors in the aid system are helping create the spaces where alternative 
ideas can emerge to shift rules in emancipatory directions. 


Main Themes 


In aid’s early decades, policy talk was about gaps and shortfalls in poor countries’ finance. Today many 
more gaps claim attention, including some in aid theory and practice itself. This short, introductory book 
must limit itself to only a few areas where crucial gaps or tensions are found. 


The serious ones are about power — who gets what, when, how, and on whose terms. Conventional aid 
bodies have done pretty well at enhancing their own powers. Indeed they form a puissant constellation of 


banks, agencies and foundations — some of which enjoy financial and ideological power with global reach. 
Yet they have, apart from some exceptional episodes, failed to enhance the powers of ordinary citizens, least 
of all the poor, to obtain decent living standards they are entitled to. On the contrary, aid has often frustrated 
their claims. It encourages rulers to pay more attention to powerful outsiders, including donors and lenders. 
Aid can thus hinder a vital public give-and-take between states and citizens, the political anchoring for 
emancipatory development. 


This book looks at the gaps between emancipatory potential — the growth of capabilities to achieve social, 
economic and political rights — and the crippling practices actually observed. It traces emancipatory and 
democratic deficits to the ways money and ideas are deployed down through chains of power. It considers 
current steps toward reform, and norms that might be useful in improving them or finding alternatives to 
them. 


One assumption this book does not make: that aid yields “development”. This link is commonly seen as 
natural and self-evident. Simplified, one of the syllogisms runs as follows: Development results from 
economic growth. Economic growth results from investment. Aid is an investment. Development results 
from aid. That kind of reasoning risks projecting fact from theory. A closer look reveals big discrepancies. 
Research results presented in the eighth chapter show that since 1980, as aid doctrines and coercive practice 
have intensified in Africa, rates of recorded growth have turned negative and rates of progress in well-being 
have declined. 


Can foreign aid make people poorer? Perhaps, but the point here is that aid and development are different, 
and not necessarily compatible things. Big, old, complex things like growth and development should be 
distinguished from the relatively small and new things in the aid system. This book does not enter the 
important debate about the concept of development. It sees the relation between today’s foreign aid and 
development as much more problematic and complex than the presumed link between, say, hospitals and 
health, or between television news and well-informed publics. 


Context 


The modern aid system was born mid-way through the twentieth century. It is now middle-aged. During its 
lifetime, centuries-old processes making the world a single place began to speed up. Many have seen this 
globalizing trend as a good thing. Foreign aid would, it was assumed, help ensure a happy ending, that is, 
everyone’s living standards converging upward. But trends toward convergence, chiefly in East Asia, have 
today been overtaken by divergence. In much of the planet, the happy ending is happening. Polarized 
development, often shadowed by violence, is a hallmark of the era of foreign aid. 


Local rulers and their merchant and servitor classes have long been supported by surpluses derived both at 
home and from linkages abroad. In the late twentieth century, elites have begun drawing their chief sources 
of wealth, status and cultural cues from external sources. The era of foreign aid coincides with the growth of 
a cosmopolitan “North” in the “South”. 


Meanwhile, in North America and Europe, shifting balances in world markets, setbacks to the power of 
organized labour, increasing austerity in state social protection, and the flow of millions of people seeking 
livelihoods in richer areas are helping to generate stratified, dead-end and precarious lives lower on social 
ladders, where women end up shouldering most burdens. In 1998 a high US official said that ‘a child born 
in New York today stands a smaller chance of living to five or learning to read than a child born in 
Shanghai’ (10). There is a large and growing “South” in the “North”. 


If Northern trends, which one sociologist has termed ‘the Brazilianization of the West’ (11), are just 
becoming detectable, analogous trends in the real Brazils and Bosnias of this world have assumed huge, 
unmistakable proportions. Sociologists and economists no longer speak of social marginalisation, but of 
exclusion (12). In analyzing the roots of civil wars and migration, the social critic Hans Magnus 
Enzensberger offers this analysis: 


State-organized crime continues to be widespread. The overarching, anonymous world market, 
however, appears ever more clearly as the instance which condemns increasingly large sections of 
mankind to superfluousness. It does so not through political persecution, by command of the Fihrer 
or party resolution, but spontaneously, by its own logic, so that more and more people fall out of it. 
The result is no less murderous, but the guilty are even less likely to be brought to book than before 
(13): 


In a word, today’s market system produces a split-level world. In it, many face futures of poverty and 
humiliation. In certain settings it easily becomes an incubator of angry and desperate young people for 
whom recruitment into sects, neofascist gangs and suicide commando cells is a short and easy step. For 
purposes of this book, the following aspects are worth noting. 


Money: Supra-territorial and De-regulated 

For most of the twentieth century, leading Western and especially US elites have pursued a major goal: 
freedom for capital. The last two decades of the twentieth century saw major advances in deregulation. Its 
beneficiaries have been Northern bankers, asset managers, their stockholders and their close associates (as 
close as a few steps through revolving doors) in government and international agencies. They form a potent 
circuit of global firms and individuals with oracular powers as The Markets. Their achievement of new 
liberties not only coincided with a boom in foreign aid, but also took place under the conscious auspices of 
the IMF, US Treasury and others at the top of the aid pyramid (14). 


Over-accumulation, concentrated in financial centers, has sent financial surpluses cascading into markets for 
currencies, stocks and bonds. Speculation has pushed aside productive investment. Short-term gain has 
pushed aside long-term balance. Trade wars have intensified. Surplus goods have cascaded into lower- 
income markets in barely-disguised dumping. The effects are now beginning to register: ‘Global capital 
markets have acted as gigantic engines of inequality, transferring wealth from the weak to the strong, from 
debtors to creditors, wage earners and taxpayers to the holders of paper claims, from productive to financial 
activity’ (15). 


The Markets have helped de-legitimize and crowd out progressive state action. In much of the US, in New 
Zealand and the Canadian province of Ontario their influence has weakened public measures to protect the 
poor and excluded. Their influence in lower-income lands is more serious. For Irma Adelman, a 
distinguished mainstream analyst of economic change and public policy, the implications for democratic 
control and for foreign aid are deeply worrying: 


[F]inancial globalisation imposes severe fundamental constraints on the policy levers which 
governments can exercise in their management of the domestic economy, thereby creating a crisis of 
the state. The new international environment thus has major implications for the future role of the 
state and the future potential for foreign assistance. In view of the critical importance of 
governments to economic development, the current loss of autonomy imposed by the institutions of 
the current global financial system is scary (16). 


Money-Power’s Creed 

Preparing the ground for the rise of money-power was the revival of older ideologies into a new creed, 
neoliberalism -- or in the term used approvingly by the IMF, market fundamentalism (17). The Thatcher 
and Reagan administrations of the 1980s used this doctrine to roll back Keynesian policies prevailing from 
the 1930s through the 1960s. Those policies justified state intervention such as job schemes to boost demand 
and controls over prices and wages. As applied via the foreign aid system, market fundamentalism 
crystallized in the ‘Washington Consensus’ (18). It aimed to de-legitimize and shrink public powers over 
firms and capital flows. 


One or Several Capitalisms ? 


The fundamentalist counter-revolution exposes differences, and a struggle, between two kinds of market 
systems: stock market capitalism, favoured in the Anglo-Saxon countries of US and Britain (with Canada, 
Australia and New Zealand swept along by the force of this current) versus the welfare capitalism of 
Western Europe and Japan. The latter are under pressure to reform, that is, to embrace Anglo-Saxon 
capitalism (19). Under this doctrine, the interests of waged employees, local communities, the collective 
sector and the environment have come to be subordinated to one main purpose: shareholder value. At stake 
in this rivalry is nothing less than public choices about the good life. Are social protection and social 
cohesion to be seen as rights, and therefore as obligation to be met through public action? Or can there be no 
strong rights and obligations given that market forces determine life chances? This contest has direct 
bearing on the principles guiding foreign aid. 


Domesticated states 


Downsizing the state was part of the advertised theory. But when in high political office, market 
fundamentalists have shown no hesitation in using strong, centralized authority to preserve the value of 
currencies, maintain high real interest rates, and insure big investors against loss. That was of special 
importance where public and private creditors faced non-repayment of debt accumulated in what is today 
termed emerging markets, that is, low-income countries. The implicit principle is: privatize accumulation, 
socialize risk. 


Domesticated Civil Societies 


Market fundamentalism also favours state measures to curb “troublesome” parts of civil society, notably 
trade unions. Rising inequality is a direct result. Comparative research shows that better distributions of 
income are due chiefly to one factor: the strength of organized labour (20). Otherwise, market 
fundamentalism’s forward march has coincided with civil society growth in de-politicised directions. 
Financial surpluses, ideas, and increased spare time for voluntary effort have combined to drive countless 
initiatives. For governments seeking to shed collective sector tasks, this offers advantages: they can enlist 
nonprofits under terms like faith-based initiative and public-private partnerships to provide education, 
health, social work and other caring services. This trend is manifested in the several thousand private aid 
agencies based in Northern countries and many tens of thousands of nonprofits in the South and East. Most 
of this growth has occurred under the auspices of foreign aid. 


Disarray and Resistance 


On the fronts of politics, social movements have emerged in civil society across a broad spectrum of 
impulses, from good, bad to ugly. Some of these movements are bent on exclusion, being driven by 
religious fundamentalism, ethnic bigotry, xenophobia and racism. The deregulation of financial flows and 
the arms trade have been a great boon to the violent and criminal ones. Others pursue broadly emancipatory 
purposes including environmental sanity, an end to discrimination against women and minorities, and a 
better deal for the poor and middle classes generally. Both fundamentalist and emancipatory movements 
have shown they can exert leverage. They often start at local levels, usually in cities, and build up in 
political blocs that mainstream politicians can’t ignore. More common, certainly outside Latin America, are 
the atomized struggles of poor people to make gains incrementally, through what one sociologist terms 
“quiet encroachment’ (21). Defense of these small, slowly and informally acquired gains can drive 
organized resistance, and constitutes what an African observer, writing about her continent, has termed 
‘collective insubordination’ (22). 


Posing as a solution, foreign aid has become a problem as it is harnessed to market rules and doctrine in a 
world rapidly becoming one place. It has been cast in diverse and even contradictory roles in dramas of 

power and accumulation. In them, other actors with far less noble motives have played far more powerful 
roles. The following pages consider how it has been used as a supporting actor masquerading as the star. 
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2. Who Aids Whom? 


The Sahel countries had record harvests both of non-food crops like cotton and of food crops during the big 
famine of the 1970s. The ships bringing relief from Europe were sent back loaded with food produced for 
European consumers (1). 


Foreign aid is full of ambiguities and double bottoms. It does not fit neatly into any one of the three ways people are 
said to go about their material transactions: coercion, exchange, and gift-giving (2). Being tied with geo-politics, 
trade and banking, foreign aid can’t be classified as purely gift-giving. Giving and getting have shadow sides, where 
even in daily life they can mask exchange or coercion. Across cultures, people have been wary of gifts. In some 
Western and non-Western languages, words for “gift” share the same root as words for “poison” (3). 


Aid is routinely portrayed as high-minded beneficence. But a little probing around an aid deal will usually expose a 
lively intermingling of high and low intentions. The bigger the stakes, the greasier the fingerprints of commerce, geo- 
politics and ideological crusading. Newcomers to the foreign aid business embody this. Public figures in industries as 
diverse as oil prospecting, media networks, computer software and popular entertainment want to be donors. Not only 
do they hand over cash, they also study up, swap ideas with the experts and busy themselves in the details of aid 
provision. The New Rich, like those with Old Money whose private endowed foundations were among forerunners to 
the modern aid system, have learned that “noble expenditure” is among the best means of self-defense in the court of 
public opinion (4). As long as some rich people and firms can portray their kind as beneficent, the day of reckoning 
with normal progressive taxation can be postponed forever. The gratifications of giving are many, including a better 
bottom line. 


The case of taxes and their avoidance recalls the fact that beyond coercion, exchange, and gift-giving there is a fourth 
type of transaction, that based on obligation. Progressive taxation is a main example. It is self-imposed, and accepted 
by huge majorities as both fair and a good idea. It makes possible the provision public goods and the combat of public 
bads. Still other kinds of public policy are based on obligation. Think of health insurance companies’ duties (in some 
welfare states) to provide insurance cover to persons regardless of risk. Yet foreign aid is only rarely grounded in 
obligation. The duties of the International Committee of the Red Cross, and the UN High Commissioner for Refugees 
are established in law and practice, but elsewhere in the aid system, no one is a duty-bearer. 


Giving and Taking: Inseparable Twins 


Aid has deep and tangled roots in the history of Western expansion. Needing a respectable rationale for imperial rule 
in Africa and Asia, British ideologists came up with the notion of a Dual Mandate. One face of the mandate was 
trusteeship: Britain had paternal obligations toward its subject peoples; it had to take decisions on their behalf, protect 
them and guide them. The other face was accumulation: the colonial power had to develop the colonies’ economies 
for profit and insert them into the world system run by the West. The unspoken rationale of the aid regime strikingly 
resembles the Dual Mandate. 


Guiding the United States was a vision of an open frontier (5). France pursued a mission civilisatrice. Detectable in 
these and other colonial ideologies were two drives: giving and taking. To legitimize those two purposes — trusteeship 
for others and accumulation for one’s self — colonial powers elaborated doctrines of modernization and development. 
To manage the territories politically, they imposed systems of indirect rule via local potentates. In the end, however, 
colonialism was too costly. The trustee and mercantile rationales could not be sustained, at least under one imperial 
flag. 


As people in the South asserted rights to speak for themselves and manage their own affairs and resources, Western 
powers had to drop their talk about civilizing missions and mandates toward “backward” areas. Former overseas 
dominions were re-packaged as exclusive clubs: America’s Good Neighbors in Latin America, Britain’s 
Commonwealth, France’s francophonie, Europe’s ex-colonies assembled as the Lomé group, and Japan’s flock of 
“flying geese” in Asia. (6) Northern officials collaborated with the new ex-colonial leaders, cultivating them through 
elite networks. Some African rulers took their vacations, had their suits made, and sent their children for schooling in 
Europe. 


Behind rhetoric about self-determination, the US and European powers have used aid to compete with one another 
through their colonial and neo-colonial systems (7). Trade and investment wars have gone on in the name of a super- 
project of social engineering called “development” (8). 


The Players 


The aid system has played with a fixed cast, but has also seen givers and receivers come and go. Major trends and 
episodes may be summarized as follows: 


At the provider end 


The United States has held commanding positions, first as the major bilateral donor, but also the driving force behind 
the IFIs. Japan’s aid effort has grown dramatically; in the 1990s it became the biggest spender in absolute terms. 
Graphic 1 shows the relative importance of main aid providers from 1960 to 2000. 


For the Soviet Union and its East European allies the role of aid donor ended around 1990, whereupon, broken up and 
broken down, they became net aid recipients. The period 1973 to 1992 saw a number of oil-producing countries 
(chiefly Saudi Arabia and gulf states) appear for a while as heavyweight donors. Peaking at $9.6 billion in 1980, their 
grants and loans went chiefly to Asian and African countries with large Islamic populations. Much of the money went 
into projects in transport and energy; theirs was an aid programme for Islam and for the oil industry. 


Foreign aid comprises many kinds of flows. This book’s chief focus is on foreign aid as used by officials (most of the 
time) in the strict sense of flows from official sources under soft or ‘concessional’ terms, chiefly for purposes of 
economic development and welfare. Resources for political or military purposes are thus, in principle, excluded. 
When directed toward low-income countries of Asia, Africa and Latin America it is termed ‘Official Development 
Assistance’ (ODA); when directed toward Eastern Europe, the ex-Soviet Union or other ‘countries in transition’ it 
carries the less condescending label ‘Official Aid’ (OA). In this book, OA is included in ODA unless otherwise noted. 


Since the early 1980s bilateral or country-to-country aid has accounted for about two-thirds of total ODA. About one- 
third of net ODA has flowed from multilateral bodies: the IFIs, European Union channels, and the United Nations 
agencies. Multilateral aid has helped shield donors from political risks of acting alone where recipient sovereignty is 
breached, namely in attaching macro-economic and political conditionality to aid. It has also helped in special cases 
like South Africa and Namibia, where donors together helped pull the plug on apartheid. 
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At the receiving end 
Recipient countries form a mixed group. Former colonial or current neo-colonial relationships strongly determine 
who gets what from whom. This appears in informal spheres of influence: the US in the Middle East and Latin 


America, Australia in Papua New Guinea and Fiji. Geography, colonial history and culture are decisive for France, 
Britain and Portugal, countries whose aid goes chiefly to their ex-colonies. Historical ties show up in Germany’s aid 
to Turkey. For over a decade the same populous countries have been among the top four recipients of total bilateral 
ODA: Indonesia, China, India and Egypt. 


Inflated Figures 
Official aid figures involve statistical gimmickry. There are at least two reasons radically to discount official data. 


First, donors have artificially inflated spending figures by including items not strictly ODA: administrative 
overheads (officially 5.4 percent of ODA in 1999), imputed costs of people from low-income countries studying in 
the North, costs of assisting asylum-seekers in the North, and the repayment of old debts by the issuing of new 
loans. Donors thus ignore definitional rules they themselves agreed to in the Development Assistance Committee 
(DAC) of the OECD. The economist and aid specialist Kunibert Raffer concludes, ‘if ODA had been measured 
strictly according to the DAC’s own criteria, the total of DAC aid would have been roughly $20 billion lower in 
1994 than official data claim’ (9). 


Second, development banks are also recipients. They receive replenishments from donor countries, and they 
receive loan repayments with interest. More than ever, they work to make profits (10). Researchers have probed 
the grant element of official loans — much of which count as ODA -- to learn just how soft or concessional their 
terms are compared with terms low-income borrowers face on the open market. The results are startling: official 
loan terms can be hard, sometimes harder than those of the open market. Indeed for ten countries the grant 
equivalent of official loans was consistently negative. That is, while appearing to provide soft loans to Argentina, 
Brazil, Colombia, Korea, Mexico, Peru, Romania, Russia, Uruguay and Turkey, the multilateral banks were, at no 
risk to themselves, taking in billions in above-market-rate profits. Poor borrowers have been providing money on 
concessional terms to aid system lenders. By re-calculating the real grant equivalent of about forty thousand 
official loans made in the period 1975-1995 the researchers conclude that ‘since 1985 net ODA considerably 
overstates aid flows -- by as much as 25-30 percent in recent years’ (11). 


The poorest countries have never been the highest priority; they account for less than a third of total ODA. More 
important have been those in the Other Low Income category such as Indonesia, China, Céte d’ Ivoire, India, Pakistan, 
and Lower Middle Income category such as Egypt, Jordan, Guatemala, Bolivia, ex- Yugoslavian states. Table 1 
presents net ODA disbursements in the 1990s across six categories. 


Table 1: Total net ODA disbursed over the ten years 1990-1999 


Country Category as set by United Nations billions of Percentage 
[number of countries as of 2001 shown in brackets] US$ of 1998 of total 
Least developed countries [49] 144.1 32 
Other Low Income (1998 GNP < $760 per capita)[23] 131.8 29 
Lower Middle Income Countries and Territories 142.6 31 
(1998 GNP $761-$3030 per capita) [46] 

Upper Middle Income Countries and Territories 17.5 4 
(1998 GNP $3031-$9360 per capita) [32] 

High Income Countries and Territories 8.1 2 
(1998 GNP > $9360 per capita) [2] 

Central and Eastern European Countries and New 9.8 2 
Independent States of the former Soviet Union [12] 


Source: OECD online database 2001 


Poverty may be a main justification for aid, but it has seldom been the main criterion for allocating it. If aid were 
distributed according to a simple head count of poor people, then China, India and other south and east Asian 
countries would have received most of it. But in the 1990s they received only about a third of ODA. Other factors, 
such as size of a country’s population, count. For a given poverty rate, smaller countries tend to receive more aid. 
Imperial scrambles for territories and preferences for island and enclave nations have biased aid’s distribution. 


As shown in Graphics 2 and 3, both bilateral and multilateral ODA has been directed toward poorer countries, but not 
the poorest. 
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Who’s really aiding whom? 


Aid’s public image is of Western beneficence and non-Western beggary. Apart from a parade of stories told to make 


benefactors feel good about their aid, there is rarely a hint that the North gets something in return. On the contrary, a 


usual insinuation is of unproductive and ungrateful welfare queens living high on Northern generosity. That is an 
illusion. Foreign aid is a sideshow. Real benefits, and real costs, appear in quite different and larger flows and 


blockages. 


Between richer and poorer countries, gains and losses can be estimated in various ways. Official flows in funds, goods, 
and people can be compiled with some accuracy. But the global growth of unregistered transactions — in illicit goods, 
tax evasion, remittances -- blow large holes in the data. Lack of information is in part a result of deliberate deregulation 
of capital, and the rewarding of old practices of bank secrecy, tax paradises and fictitious bookkeeping. 

Table 2 shows only recorded transactions. In the case of worker remittances, actual values are far larger. In the case of 
tiny Somaliland, for example, they total about half a billion dollars annually (12). Personal transfers surpass all official 
and non-governmental aid. In 1998, officially recorded remittances from the Netherlands to 42 low-income countries 
(exclusive of Eastern Europe) totaled about one billion US dollars, a sum equivalent to 115 percent of official Dutch aid 
to those countries.(13) 


Table 2. Some major flows in 2000 (in US$ billions) 
Europe Latin 
& America Mid Sub- 
East Central & East & South Saharan 
Asia Asia Carib- North Asia Africa 
bean Africa 


Net transfers, 
foreign debt 
Foreign Direct 
Investment net 


Portfolio equity 
flows 


profits on 
Foreign Direct 
Investment 
Aid grants 
excl. technical 
assistance 
Workers’ 
registered 
remittances 


Source: World Bank (2001) Global Development Finance 2001 
(Negative signs indicate outward flows, mainly to the North.) 


Most value, however, is redistributed upward and outward, from poorer to richer. These flows take the following forms: 
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¢* Brain Drain 


Richer places gain from professionals migrating from the South, many of them trained at university level through aid- 
funded bursary programmes. The UN estimates that African professionals departing for work abroad numbered about 
27,000 in the fifteen years up to 1975, 60,000 from 1985 to 1990, and 200,000 in the period 1990 to 1999 (14). Today 
an estimated one in three African university graduates works outside Africa (15). Asia has suffered a ‘hemorrhaging of 
talent’, particularly to the US, where ‘stay rates for advanced students in the engineering disciplines and the sciences 
can be higher than 75 percent for students from particular countries’ (16). 


“* Capital Flight 


Northern financial circuits gain from Southern capital, whether looted or legitimately saved. To escape regulation and 
taxation, well-connected firms and persons use many scams including mis-invoicing of imports and exports and 
suitcases of cash to stash wealth abroad. Tax havens help account for the difference between the $85 billion poor 
countries should receive in taxes from foreign corporations and the $50 billion they actually receive (17). 


‘[Bl]y the end of 1990 the cumulative total of flight capital from developing countries was approximately $700 billion, 
equivalent to more than half the size of the external debt of developing countries. In effect, roughly half of the foreign 
borrowing by developing countries was transformed into an outward movement of private capital by citizens of the 
indebted countries’ (18). 


Graphic 4 indicates the importance of capital flight in some selected African countries. Researchers have speculated 
that the impact ‘of a return of such (relatively) huge investment flows would clearly be massive’ (19). 


160 4 Graphic 4. Importance of capital flight for eight African countries 1991 
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¢* Northern trade barriers 


Northern business interests gain from excluding imports from the South. ‘Each year developing countries lose about 
$700 billion as a result of trade barriers in rich countries: for every $1 provided by the rich world in aid and debt relief, 
poor countries lost $14 because of trade barriers’ (20). 
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«* Losses due to Northern Dumping 


Northern interests gain from crushing Southern competition. Crop and livestock agriculture have been especially hard 
hit. ‘In some African countries where it costs $74 to produce 100 kilos of maize, the local market price fell to $21 due to 
subsidized Northern exports’ (21). In 1986, Haiti was largely self-sufficient in rice, a staple food for its people. Forced 
by donors and lenders to drop trade restrictions, the country was flooded with rice from the US, where farmers are 
subsidized. ‘By 1996, Haiti was importing 196,000 tons of foreign rice at the cost of $100 million a year. Haitian rice 
production became negligible. Once the dependence on foreign rice was complete, import prices began to rise, leaving 
Haiti's population, particularly the urban poor, completely at the whim of rising world grain prices’ (22). 


“+ Repayment of debt 


Debt repayment from poor to rich far exceeds aid. In 2000, lower-income countries paid to their creditors, net of what 
they received in new long-term loans, $ 101.6 billion — more than three times what they received in aid grants in that 
year. In 1999 the imbalance had been even greater: lower-income countries had paid to creditors almost five times more 
than what they received in aid grants (23). 


From 1992 to 2000, debt repayments as a share of poor country earnings from their exports and services changed as 
follows: Repayment of loan principal rose from 14 to 19 percent; repayment of interest on loans rose from 8 to 10 
percent. All together in 1999, debt repayments (interest + principal) consumed 28 percent of the earnings of lower- 
income countries (24). 


“* Unfavorable Trends in Terms of Trade 


Trade losses swamp aid flows. The purchasing power of most southern exports has fallen steadily throughout the era of 
foreign aid. “Right through the 1980s, commodity prices fell on average by 5 per cent annually in real terms. By 1990 
they were 45 per cent below their 1980 level.... Between 1980 and 1991, the developing countries suffered an 
estimated cumulative loss in total export earnings in real terms of US$ 290 billion, an annual average loss of US$ 25 
billion’ (25). ‘For the nonoil African countries, excluding South Africa, the cumulated terms of trade losses [from 1970 
to 1997] represent almost minus120% of GDP, a massive and persistent drain of purchasing power.’ (26) The usually 
optimistic World Bank estimates that the purchasing power of most commodity exports in 2010 will be lower than they 


were in 1997 (27). These dismal trends stand in contrast to the unremitting pressure aid providers have put on low- 
income countries to ‘export their way out of poverty’. 


§ 


Aid is an ambiguous, two-faced thing. There is commonly a lot less to it than meets the eye. Under its many padded 
layers, the business of giving camouflages its much larger and inseparable twin, taking. Neither bilateral nor 
multilateral aid is targeted in proportion to the poverty at the receiving end. The terms of loans from the helpers can be 
as hard if not harder than the terms set by merchant bankers. Finally, aid flows are simply dwarfed by the flows from 
poor to rich. 


None of the foregoing should be read as new or astonishing. Most of these processes are not the result of intentional 
scheming or wickedness, but merely the unreflecting pursuit of the rules of the game. Most depend on collusion within 
the cosmopolitan “global North”, such as between bankers and other business people in both richer and poorer 
countries. A story of uniquely predatory Northern actors victimizing uniquely defenseless Southern actors is a myth. 
Predation is worldwide, though some countries are better-positioned that others to practice it. 
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3. The Aid Regime 


The poor complain. They always do. But that's just idle chatter. 
Our system brings rewards to all, at least to all that matter (1). 


It has been called a sector, an enterprise and an industry. As a hierarchy of bodies whose practices converge around a 
set of rules, the aid system may also be called a regime. It is a system of power doing its work in a wider realm of 
international politics. During the Cold War, the Soviet Union and its allies formed their own modest aid regime. That 
collapsed around 1990, whereupon most of its members found themselves at the receiving end of today’s only major 
regime, that of the OECD club of rich countries. 


This chapter looks at what drives the regime, what institutions occupy its commanding heights, what checks and 
balances constrain its members’ powers, and what rules are supposed to guide it. The chapter sets the stage for the 
following two chapters about aid chains at upper and lower levels. 


Is the aid regime one coherent thing? Some specialists have voiced doubt on the point, arguing that Western aid was at 
best an arbitrary set of practices run by each country according to its own rules and purposes. France, for example, has 
frequently gone its own way. Japan makes business the centerpiece of its aid. 


More frequently at the non-conforming fringe have been a few smaller, trade-dependent countries with robust traditions 
of domestic social welfare: Norway, Sweden, Denmark, Canada and the Netherlands. As middle-power 
internationalists, from the mid-1970s to the late 1980s this so-called Like-Minded group tried to harmonize their aid and 
related policies along social-democratic lines. Much earlier than others, they focused on poverty and on political and 
civil rights. Since 1975, all except Canada have met the UN spending norm of 0.7 percent of GNP. This suggests that a 
Nordic-Dutch sub-regime of aid exists, or did exist. 


Today’s aid regime discourages non-conformity. Indeed it looks, talks and walks like a state-run monopoly. It is a 
prime candidate for break-up and for the cure it blithely prescribes for others: competition. Why such structural 
adjustment is unlikely may be apparent in the following pages. 


Why provide foreign aid? 


Rarely has one compelling drive been pre-eminent, although victory in the Cold War was clearly the dominant purpose 
in the aid regime’s first four decades. Assigning a single motivation to the aid regime would be absurd. Aid’s motives 
are always mixed. Hence the risks of incoherence — the frustration of some aims by other aims -- are always high. 


The mix changes over time, and varies between donors. Small trading nations will pursue a different mix of aims than a 
continental super-power. The useful question then is: what motives predominate? Aid specialists have probed the 
matter and commonly locate motives in three clusters: 


Strategic socio-political motives 


e = Short-term: 

Abroad, to reward and keep a client “on side” politically during negotiations, wars or other crises; to de-fuse public 
protest and insurrection; to provide a base for intelligence-gathering; to influence decision-making in international 
forums. 

At home, to reward or retain loyalty of ethnic/political constituencies, to be seen to be “doing something” during a 
crisis. 

e Longer-term: 

Abroad, to gain regular access to and loyalty of leadership at the receiving end; to win or deepen acceptance a 
doctrine or model of development; to reinforce a country’s place in a larger economic, political, and military system; to 
stabilize economic or demographic trends in a country or region in order to stem unwanted effects such as terrorism and 
migration; in international institutions, to set and steer economic and political agendas. 

At home, to consolidate political support of voter and contributor constituencies, particularly the private sector, but 
also those with ethnic ties to aid recipients. 


Mercantile motives 


e = Short-term: 

Abroad, to seize market opportunities; 

At home, to promote interests of a sector of business and related employment; to improve the lender/donor’s 
balance of payments; to assure the solvency of creditor banks, public or private. 

e Longer-term: 

Abroad, to win, expand, protect trade and investment opportunities, including strategic access to raw materials and 
cheap labour; to shape and stabilize North-South economic roles and hierarchies; in international institutions, to win and 
stabilize adherence to economic rules; 

At home, to consolidate and protect economic sectors. 


Humanitarian and ethical motives 


e =Short-term: 
To show concern and compassion for victims of war, upheaval and natural catastrophes; 
e Longer-term: 
Abroad, to demonstrate concern about poverty, human rights abuse including the human rights of women; to 
compensate for damages; 
At home, to show solidarity with a particular country or group, to claim the high moral ground. 


Discussions of what motives actually drive aid frequently get clouded by talk about what should drive it. Debates 
about it can evoke public displays of doubt or pride about national character and power: Are we a generous people? Are 
we punching our weight in the world? A study of how Dutch, Belgian and British politicians talked about their nations’ 
foreign aid roles in the period 1975-1990 reveals much about national self-regard. Dutch rhetoric shows a self-image of 
“The Activist’: aid should be used to advance social justice, development and stability. Belgian politicians, by contrast, 
talked about their country’s interests in terms of “The Merchant’: aid should benefit the domestic and international 
market. In British parliamentary debates, the dominant role conception was that of a ‘Power Broker’: aid should 
support friendly governments and advance British power and influence (2). 


Greater solidarity at home can mean greater beneficence abroad. Strong political commitments to domestic welfare, as 
in Nordic countries, are associated with strong aid performance, measured both by quantity (aid spending as a 
proportion of national income) and quality (proportion of aid aimed at poverty reduction). Weak commitments to 
domestic welfare, as in the US, coincide with weak aid quantity and quality (3). 


Some have argued that the Western foreign aid regime arises from ethical and humanitarian motives (4). Certainly 
moral concerns influence conventional talk about aid, especially talk for the public at large. The World Bank’s 
corporate motto since the late 1990s is: ‘Our dream is a world free of poverty’. But does donor practice match this 
talk? A team of researchers has probed the determinants of aid-giving behavior, comparing US, French, Japanese and 
Swedish bi-lateral aid flows to Africa in the 1980s. They looked at how these donors distributed their aid according to 
recipient countries’ strategic importance, economic potential for the donor, and humanitarian need. The results pour 
cold water on the notion that humanitarianism drives foreign aid. Ideology and the pursuit of commercial advantage are 
main determinants. 


Official aid is seldom a tool of altruism, even in Sweden, whose aid was long assumed to be driven by humanitarian 
concerns. Data suggest that Sweden acts rather more as a Merchant than an Activist, even in the 1980s, when it made 
important contributions to political change in southern Africa (5). Since then, Swedish commerce and investment, 
including corruption-tainted sales of weapons to South Africa, are consistent with those findings. Other researchers 
have reached similar conclusions: ‘the direction of foreign aid is dictated by political and strategic considerations, much 
more than by the economic needs and policy performance of the recipients. Colonial past and political alliances are the 
major determinants of foreign aid’ (6). 


As noted elsewhere in this book, national aid agencies have largely fallen into step behind the IMF and World Bank. 
Yet here and there motives are getting re-mixed. Beginning in 1997 a streak of idealism was detectable in British aid 
policy. Like other donors, the UK sees aid as a means to hitch low-income wagons to turbocharged global markets. But 
it also accepts that aid should help civil society activists to mount pressure on decision-makers to protect citizen rights — 
even where those rights are frustrated by market forces. US policy, on the other hand, shows a different trend. It has 
downgraded foreign aid to Africa and the Caribbean, regions targeted in its Trade and Development Act of 2000, whose 


theme is business, as usual. Low income countries, as far as the US is concerned, have to export their way out of 
poverty. 


Motives behind aid never come in fixed and stable proportions. One observer therefore concludes: ‘Perhaps the safest 
generalization to make is that foreign aid, when used alone or in combination with other policy instruments, has a 
unique ability to allow the donor to demonstrate compassion while simultaneously pursuing a variety of other 
objectives’ (7). 


Two Neglected Motives 


Aid usually revolves around self-interest, but two types of motivation are often overlooked: obligations to compensate 
for suffering and damage, and imperatives to respond to common problems of a region or the globe. 


e Compensation 
From the late 1940s to 1981, Japan made grants totaling $1.9 billion to 13 Asian countries; commercial gain was part of 
its mix of motives, but the formal purpose was to compensate those countries for losses in World War II and during 
Japan’s prior colonial exploitation (8). Through treaties and commissions, the US instigated and enforced Japanese 
reparations. In so doing it applied a double standard, since in elsewhere Western powers have ‘always insisted aid must 
not and cannot be seen as a form or compensation or reparation for damages inflicted by colonialism’ (9). In the 1970s, 
for example, southern advocates of a New International Economic Order found no Western sympathy for their proposal 
to create judicial means to take ex-colonizers to court for “development damage”. Today, countries hurt because of 
policies imposed by the World Bank and IMF have no means of legal redress. 


e Common Interest 
Deadly microbes, criminal mafias, radioactivity and greenhouse gases easily spill across borders. Migrants in search of 
a better life are now entering richer areas at faster rates. Global risks are increasing and vocal publics are demanding 
protection and guarantees of compensation. Such trends are concentrating the minds of politicians and policy-makers. 
Up until recently, complacent in their fortress nations, they paid little attention to approaches built around global and 
mutual interests. Today, among some policy elites and activist groups, an understanding is slowly crystallizing that 
both rich lands and poor face a common fate, whether they exist together in a region such as the Mediterranean basin, or 
together in a single planet earth. Where common interest is a point of departure, joint and reciprocal initiatives can be a 
fairly short step. Hence recent talk about global public goods (10) and warnings, in the wake of suicide attacks in 
September 2001, that prosperous countries should prepare for significant transfers from rich to poor. That, however, 
would mean largely junking today’s arrangements and moving toward genuine redistribution -- something wholly 
different from today’s aid system. 


Why seek and accept aid? 


Leaders of countries struggling out of the ruins of war may think they have a good case to get help from abroad. But 
having a good case is not enough. In Moscow on 22 February 1918, facing a desperate situation, the Bolshevik Central 
Committee met to consider requesting aid from the United States and European powers. Lenin cast the crucial vote in 
favour. But the Russians’ appeal for help came to nothing (11). 


Asking for aid can be risky and humiliating. Leaders may first have to settle internal disagreements. The aid-seeker has 
to qualify as deserving and compliant, on terms set by powerful outsiders. Desperate circumstances and a fervent wish 
to modernize — as with regimes in Cambodia, Angola, Nicaragua, Egypt and other countries that the West has chosen to 
boycott at certain times — won’t make you eligible for aid if donors don’t like your politics. 


During the era of East-West competition there was more room for maneuver at the receiving end. Donors and lenders 
didn’t set many conditions for their clients and friends. They tolerated local industrialization and rarely mentioned 
human rights. In some southern countries, elites pursued assertive forms of nation-building in which a guiding principle 
was self-reliance. In newly-independent Tanzania, the leadership’s 1967 development manifesto, the Arusha 
Declaration, urged caution about foreign aid: 


Even if it were possible to get enough money for our needs from external sources, is this what we really 
want?.... Gifts which increase, or act as a catalyst to, our own efforts are valuable . But gifts which could have 
the effect of weakening or distorting our own efforts should not be accepted until we have asked ourselves a 
number of questions (12). 


Negotiating aid from both East and West was a way to assert sovereignty and non-alignment. Nehru, Nasser, Sukarno 
and other giants of twentieth century nationalism had visions of modernization and self-determination. For them, aid 
was a way to pursue political projects serving national purposes. Today such motives may look merely quaint, even 
backward, for from Albania to Zambia, aid-seekers are supposed to present their lands as economies serving 
international purposes. 


In calculating advantages and disadvantages, elites turn to aid where other options look worse. Governments usually 
prefer to tax exports in order to gain revenues they can use as they wish. For aid revenues go mainly to projects, where 
donors and lenders are in charge. From Guinea in the 1960s to Botswana and Eritrea in the 1990s, African leaders have 
sometimes spurned aid because it would compromise their autonomy. 


The stakes can be high where elites and their constituencies have come to depend on aid for their personal and political 
survival. Soliciting aid can then reach the depths of cynicism. In Somalia in the 1980s and Eastern Zaire in the 1990s, 
authorities and warlords used people as human bait, herding tens of thousands into camps as proof of humanitarian 
need. Rulers have routinely sought aid to feed their systems of patronage, first to retain loyalty of security forces and 
other crucial blocs in government and second among allies in trade, industry, the media and even agriculture. 


Post-colonial rulers have shown great skill at turning their dependence on aid into an instrument of power, including 
power over donors (13). During the Cold War some could threaten to ally themselves with the Soviet Union against 
Western powers. Figures like Zaire’s Mobutu exploited Franco-American rivalries. Sudanese leaders courted ties with 
“rogue states” like Libya to worry the US State Department so that its officials would overrule US Treasury Department 
and IMF demands that Sudan first repay its debts. Leaders of countries with diamonds, oil, and other sub-soil riches 
could disguise mineral deals as aid deals, secure in the knowledge that their colluding Western political figures could be 
blackmailed. Strongmen on the other side of the East-West fence have also turned aid to their advantage: in the 1970s 
the Rumanian dictator Nicolae Ceaugescu got billions from the World Bank in a cunning game to wiggle free of his 
patron, the Soviet Union. 


Playing the aid game can help rulers gain room to maneuver toward outsiders. But it can also help them disengage from 
citizens. Extracting revenues from the public is a demanding and even dangerous job. Rulers must negotiate with 
citizens and businesses about taxes and the public services they get in return. Leaders must also show how they spent 
the money. This is the essence of downward accountability and citizen-state reciprocity -- in a word, give and take. 
Aid, on the other hand, can release politicians from such bothersome duties. 


Today, extracting aid requires subtle bargaining with donors and lenders. Aid-seekers have to learn ‘the politics of the 
mirror’. “This consists essentially in addressing the foreign “other” — in this case potential aid donors — in the language 
that is most congenial, and crucially, most easily reinforces the belief that they (outsiders) understand what [the 
recipient] needs’ (14). Such behavior renders the aid encounter closed, manipulated and unaccountable. Yet with some 
exceptions aid providers prefer to make their deals behind closed doors, out of range of inquisitive parliamentarians, 
reporters and policy activists. 


Market Power and Aid Power: Sharing the Same Address 


The world’s power elite — bankers, fund managers, media magnates, captains of industry, political leaders, military 
chieftains — may give little more than a passing thought to the aid system. While useful as a means to be seen to be 
doing something about poverty and crises, foreign aid in their terms is largely a harmless sideshow. Yet that is not to 
say that key aid institutions are unimportant. On the contrary. Aid monies and most of their destinations may be of 
piffling importance alongside the big stakes in trade wars and military balances, but aid is the home and raison d’étre 
for institutions of major significance for those elites. 


These elites are found within global networks, the most important being in Washington DC and New York. According 
to a senior member of a major political research institute, the planet’s truly powerful may number no more than five 
thousand people (15). Members of this elite circuit shuttle between for-profit, public and non-profit sectors. The media 
give ample and respectful attention to their ideas, portraying them as non-partisan and non-ideological. At the center of 
this microcosm are leaderships of ministries of finance and central banks, in regular liaison with those managing 
financial markets. Foreign policy elites, whether in official positions or in think tanks, complement and at times engage 
in polite disputes with their counterparts in the financial world. 


Here we arrive at a paradox bordering on an absurdity: global institutions promoting retreat of the state and free-market 
fundamentalism — policies not usually associated with balanced growth, environmental sanity, protection from shocks 


and poverty reduction — constitute the control rooms of the aid system, with fresh mandates to promote economic 
growth, better environments, stability and rising living standards of the poor. 


The IFIs have been assigned two big political tasks. First they are supposed to promote “development”, a deeply 
political matter that aid managers prefer to treat in soothingly technical terms. Second, they do their work chiefly by 
telling governments how to run their affairs. In lower income countries they exercise intrusive political authority, 
though their statutes explicitly forbid it. Their power has been summarised as follows: 


[T]he IMF is actually the most powerful of these actors, and together with the World Bank-- with which it 
normally acts in concert-- probably the most powerful, unchecked institution of any kind in the world. This is 
because the Fund sits at the head of a creditors’ cartel. Because of an informal arrangement among creditors, a 
country that is not approved by the IMF will not be eligible for most World Bank lending, credit from other 
multilateral institutions (e.g. the Inter-American Development Bank), loans and aid from developed country 
governments, and very often private credit as well. This gives the IMF the power to decide the most important 
macroeconomic policies for dozens of countries, often with disastrous results (16). 


Observers have for decades criticised these institutions’ appropriation of power. Once dismissed as leftwing carping, 
such critical views have begun reaching the mainstream. For example, the head of the University of Toronto’s Center 
for International Studies, a reputed economist and former investment banker, has posed the issue in a book, Who Elected 
the Bankers? (17). In it, he reveals the IMF’s essentially political functions. As powers over economic policy shifted 
from national governments to global financial interests, the IMF and World Bank have successfully buffered the 
winners against the anger of the losers. Political leaders can shrug off unpleasantness by claiming, ‘Our hands are tied. 
The IMF made us do it.’ 


Respect for national sovereignty, and the principle of non-interference in politics may appear in the statutes of the IFIs, 
but those became dead letters long ago. Such pretences were openly abandoned in the case of Eastern Europe. In 1991, 
the top of the aid system set up the European Bank for Reconstruction and Development with a political mandate, 
namely to demolish the existing system and remodel Eastern Europe along Western lines. 


The following paragraphs sketch some institutions at the top of the aid regime, and the limits to their public 
accountability. They form a nested hierarchy of authority. Those below mask and buffer the power of those above. 


Central Banks 


Parliaments may still hold formal powers to appoint central bank chiefs, but the bankers’ autonomy from democratic 
politics is now an article of faith. Fighting inflation, necessary to meet financiers’ demands for positive real interest 
rates, is their main job. The importance of that task has grown in step with central bank powers over national and 
transnational economies (18). At the same time, monied interests (some of whom wield enormous influence over the 
security and economies of lower-income countries) have made sure that their billions may move freely and secretly in 
and out of offshore banks beyond the reach of any banking regulator or tax authority. As these unpoliced flows are 
crucial to destabilizing drug and civil war economies in recent decades, and to political Islam, serious dilemmas now 
face political classes sworn to protect free capital flows. 


Finance Ministries 


Ministries of finance enforce doctrine, and wield bureaucratic power besides. They make key appointments at the top of 
the aid system, such as the Executive Directors at the World Bank. The US Treasury Department, whose officials are in 
daily contact with the IMF and World Bank, is the kingpin. It acts also as an aid agency itself, providing technical 
assistance for bankers and business people in nearly thirty countries. It posses a multi-billion dollar fund, beyond 
parliamentary oversight, to bail out states and private firms in crises, such as Mexico, Indonesia and Russia in the 
1990s. At the receiving end, the aid system has reorganised governance by catapulting finance ministry and central 
bank officials into positions of great authority and status. Their powers now extend well beyond the fine-tuning of 
interest rates and banking rules. Most adhere to fundamentalist economic models and norms — the result of decades of 
indoctrination. 


International Monetary Fund and World Bank 


Set up for different tasks, these multilateral banks have expanded their powers, with resulting “mission creep”. The 
IMF assumed its present role in the aid regime in the 1970s, after the US changed the rules of the post-war international 


financial system (19). Designed like joint stock companies, the Bank and the IMF are formally owned by their 183 state 
shareholders. The IMF prefers to be seen as a world revolving fund belonging to its member states (20). In fact, it is a 
powerful bank with policing and ideological powers, owned and run by rich creditor countries. The greater the 
shareholding, the greater the voting power. Formal voting is rare, as norms of consensus, discretion, and camouflage 
rule. Real power to set agendas and steer policy rests with senior staff, making the Board’s role that of a rubber stamp. 
In sum, the IMF is not very representative, transparent nor accountable. Yet it regularly acts as lawmaker, judge and 
sheriff when it comes to the openness and public legitimacy of borrowing countries’ governance. 


The World Bank’s 20-member full-time Board of Executive Directors sets policy and approves funding. Here too, votes 
are weighted by the value of each country’s financial participation. Western Executive Directors report mainly to their 

home ministries of finance, not to their bilateral aid authority. Where finance ministers are held to public account about 
their representatives at the Bank and the Fund, the possibility of democratic oversight exists. 


The United States enjoys supremacy over the IFIs (21). All the Bank’s presidents have been US citizens approved by 
the US Treasury. They are chosen for their Establishment backgrounds and abilities to get things done in the 
Washington-New York elite networks. Many shadow powers are on Wall Street, where the World Bank raises most of 
its funds, and leverages yet more money in special consortia. It pays strict attention to the wishes of private investment 
banks like Goldman, Sachs and private credit rating agencies like Standard & Poor’s and Moody’s. These rating 
agencies base their judgments not on Bank effectiveness in aid, least of all in poverty reduction, but rather on Western 
government readiness to guarantee Bank solvency. Fear that these private surveillance firms might raise doubts among 
bond traders is a major reason the IFIs enjoy virtual guarantees against failure. Governments cover bad loans no matter 
what. Risks are socialized to taxpayers in the North and especially to poor country residents, including those not yet 
born. 


They have multi-national staffs and pepper their public utterances with terms like partnership and ownership. The 
principle of foreign aid run by the community of nations may be a good one, but the multilateralism of these banks is 
fraudulent. They are effectively owned and run by Western finance ministries, chiefly that of the US. The conservative 
MIT economist Rudiger Dorbusch summed it up neatly: ‘The IMF is a toy of the United States to pursue its economic 
policy off-shore’ (22). The aid system could not ask for an institutional home with more financial and ideological clout. 
But it is not the clout of the poor, whom they are supposed to serve. 


Foreign Ministries 


Powers over aid flows have never been very transparent, being tangled up with the management of diplomatic, cultural 
and security objectives. “Of all terrains of political decision-making, foreign affairs is the one in which the government 
is least accountable, the opposition least effective, public opinion most ignorant, and secrecy most intense -- the ideal 
situation for ministers’ (23). Bilateral aid institutions are commonly subordinate to foreign affairs ministries, if not 
swallowed up within them. 


On bureaucratic battlefields, however, foreign policy mandarins have been ceding ground to finance ministers and 
central bankers. In July 2001, in the afterglow of a diplomatic triumph, European foreign ministries had to reel back aid 
pledges to ex-Yugoslavia in the face of EU finance ministers’ insistence that Yugoslavia first repay old debts (24). Low 
on pecking orders and squeezed among larger bureaucratic blocs, national aid institutions find themselves poorly 
protected against competing forces. 


OECD (Organisation for Economic Co-Operation and Development) 

During the Cold War, Western governments signed a treaty to set up this body, headquartered in Paris. Its chief 
purposes have been to shape policy consensus and Northern relations with southern countries. It is not a bank or aid 
agency but a well-funded and highly influential think-tank. Its discrete but formidable presence led one critic to term it 
the ‘Political Committee at the heart of the “Politburo” of the International of ultraliberalism’ (25). For The Economist, 
on the other hand, the OECD ‘does sterling work as a talk shop and data-collection point’ but is otherwise 
‘underemployed’ (26). 


Coordination and burden-sharing of foreign aid were concerns from an early hour. At US initiative in 1960, the OECD 
created a donor club, the Development Assistance Committee (DAC). It ratifies rules and key concepts, such as ODA, 
thus setting the basis for it chief political tasks, shaping official perspectives on aid. 


Washington’s grip is strong. For its first thirty-nine years, the DAC was chaired exclusively by US foreign policy and 
aid officials. Links to the IMF and World Bank are routine. While not swallowing everything from Washington, most 


OECD staff relay the rules and discourse of market fundamentalism, occasionally putting them in terms of European 
liberalism. Though the DAC admitted Mexico in 1994 as an observer, low-income countries have no formal powers. 
Debates and progressive voices are heard within the OECD. The hammering-out of the aid system’s current anti- 
poverty goals took place under its auspices (27). But it remains a powerful pulpit for reigning orthodoxies. 


It regularly sermonizes governments in the South and East about transparency, autonomy from powerful interest groups, 
and other marks of good governance. Yet these are not among the hallmarks of the OECD’s own governance. In the 
mid-1990s, for example, preparation of the abortive Multilateral Agreement on Investment (a ‘magna carta for 
multinationals’) took place under OECD auspices — largely in secret. 


Parliamentary Funding Authorities 

Aid system officials may enjoy wide powers to determine who gets funds for what purposes and on what terms. But at 
the same time they have to account to elected officials. Parliaments hold crucial powers over purse strings. Their 
committees on foreign affairs or international institutions can therefore act as important sentinels. Budget approval 
rounds are key moments. The US Congress has been especially vigilant about the IFIs and United Nations aid agencies. 
If something displeases its members or protected industries, Congress withholds funds or micro-manages loan 
approvals. 


Most parliamentarians pay little concerted attention to North-South issues. But in the late 1990s, economic and political 
crises, and street protests in Seattle, Washington DC, Genoa and elsewhere have helped awaken at least some elected 
officials to these issues importance, and to the top of the aid regime in particular. In March 2000 a bipartisan committee 
in the US Congress called for curbs on powers of the IFIs (28). The French parliament’s Finance Committee in 2000 
endorsed a report critical of the World Bank. Meanwhile a non-official group, Parliamentarians against Poverty, took 
shape and called for democratization at the top of the aid system, including a parliamentary assembly to control the IFIs. 


Bilateral Organizations 


National donors have always preferred country-to-country aid. Bilateral institutions began emerging in the 1950s and 
1960s, though in the cases of Britain, France and Belgium they were merely re-tooled versions of bureaucracies that had 
managed colonial affairs. Having an aid agency is a matter of self-respect for every industrial nation; Ireland 
established its aid agency in 1974 and the Republic of Korea created a co-operation fund in 1987. 


Aid is often the object of unfriendly intra-mural football. Finance Ministries get into the game because of their 
automatic links to the IFIs. Funding authorities meanwhile may supervise an array of complementary agencies that 
package aid in special ways like loans, export credits or technical assistance or that manage aid for special purposes 
such as environmental protection and science. Bilateral aid agencies may also be flanked (and rivaled) by other 
ministries, especially those managing foreign trade and the armed forces, who may mount their own aid efforts. 
Official bodies with aid-giving tasks continue to multiply, checked from time to time by shake-ups and consolidations 
under one authority. 


In the face of this proliferation, the question arises: Where are the democratic checks and balances? Mainstream media 
tend to ignore foreign aid until stories about bailout-from-bankruptcy or humanitarian rescue appear. Their accounts of 
aid tend toward sensation, denouncing cathedrals-in-the-desert projects or leakage of funds. For official independent 
oversight there are generally only two kinds of bodies: budget auditing branches, and parliamentary committees, 
supported by official and party research groups. The US General Accounting Office, for example, has carried out 
important economic audits of USAID, exposing its relationships with private business (29). Occasionally official and 
quango (30) aid agencies face special taskforces and panels, often set up to reset priorities or settle disputes among 
competing bureaucratic blocs. But such efforts are often under-staffed and carry few powers. Effective accountability 
over foreign aid, verified by strong official bodies with independent insight into aid practice, is more the exception than 
the rule. Hence the vital importance of independent watchdogs. 


Self-regulation -- public disclosure according to rules and norms set by the industry itself — is the way many businesses 
and non-profits prefer to account for themselves. So too for bilateral aid. Since 1996 the DAC has carried out annual 
assessments of members’ aid programmes; these peer review exercises yield limited, carefully-worded reports within 
the bounds of prevailing aid talk and practice (31). New methods of deeper-going public accountability such as social 
audits and independently-verified assessments of corporate ethics may be advancing in the business sector and some 
civil society bodies, but they have yet to appear in the aid industry mainstream. 


Outside of government, the aid industry faces a host of lobbying interests. These can range from agribusiness and free- 
trade think-tanks to environmental NGOs and debt campaigners. Business groups and nonprofits keep a close eye on aid 
budget lines, as these can represent opportunities for contracts. As many of those lobbying about aid are themselves 
beneficiaries of it, they naturally ask for more of it rather than press for its overhaul. Exceptions include the critical 
monitoring of official aid by such groups as British Overseas NGOs for Development (BOND). In the 1990s, new 
activist research groups like the Bretton Woods Project and the Bank Information Center reinforced older organizations 
such as the Washington-based Development GAP (Group for Alternative Policies) as watchdogs. 


Much outside influence has been routinized and domesticated. Almost every European government maintains an 
advisory council on foreign aid. These are usually composed of people from the academic, non-profit and business 
sectors, and specialised research institutes (32). In 1999 the French government created a sixty-member High Council 
for International Co-operation composed of independent figures with public standing. This move reflected concerns to 
clean up French aid’s image and to anchor it outside the closed circuits of the policy mandarins. 


Agency directors agree that public anchoring and pro-aid lobbying are important. But they tend to grumble about what 
public politics lays on them: the special budget lines, and lengthening lists of issues and criteria ranging from 
environmental safeguards to private sector promotion to human rights. Some agency chiefs see such directives as 
hindrances. They argue that greater autonomy for their kind means greater aid effectiveness. Such arguments may be 
valid, but only in cases where a host of other conditions — competence, experience, clear objectives, valid systems for 
learning and long-term commitments — are met. Unfortunately that is rarely the case. Delegation of powers to aid 
managers close to field realities may improve performance, but can just as easily encourge the pursuit of personal 
hobbies, non-transparency and diminished learning incentives (33). 


In some places, such as the Nordic countries and Britain, political bargaining has led to reasonably good public 
oversight without putting agencies in straightjackets. Such cases suggest that bilateral agencies can be more transparent 
and responsive than the multilateral banks, export credit providers, and private aid agencies. 


United Nations 


Created in large part to address economic, social, cultural, and humanitarian problems, the UN is nominally subject to 
democratic rules. Its Charter assigns tasks for defining policies about development to the Economic and Social Council 
(ECOSOC), which then coordinates actions of UN specialized agencies to implement policies. The General Assembly 
elects member states to the Council’s fifty-four seats for terms of three years; it operates on a one-state, one-vote basis. 
In these terms it should be the world’s supreme democratic forum to steer the aid system. 


But as things stand, the UN is merely a fourth pillar behind the IMF, World Bank, and World Trade Organization. That 
fourth-rate status stems from ‘the very nature of the United Nations (reflected in its real, if unofficial structure hidden 
beneath the ever-so-democratic flow-chart facade) as well as the primary raison d’étre of its founders, had far more to 
do with maintaining the power of the World War II victors than with extending democracy, whether political or 
economic, across the globe’ (34). Those powers made sure that ECOSOC never became the main forum to define global 
aid policy. 


UN agencies have entered the aid system with formal mandates. Historically these have lacked strong political, juridical 
and financial backing. Two kinds of optimism led much UN aid toward dead ends. 


First, an optimism about technical and scientific expertise led to organizational cultures centered on professional 
knowledge and its problem-solving powers: health issues are best left to medical specialists, agricultural progress to 
crop and livestock experts, and so on. This helped build UN specialized agencies’ standing and know-how, often of 
high caliber, but also drained development of its politics. For decades, questions of power, equitable access to services, 
livelihoods, security and civil freedoms stayed off the agenda. Confining the agenda to technical matters was the path 
of least resistance, as it didn’t upset anyone North or South and favoured business and their technical products. Around 
the logic of sectoral specialization there grew up a fragmented structure of competing elite agencies, some of them run 
as personal fiefdoms rather than as publicly accountable bodies in a global civil service. 


The second point of optimism was that Southern majorities in UN decision-making would make agencies more 
responsive to Southern concerns. There were hopes that aid would be democratized, being managed both for and by the 
poor countries. But lacking control over funding, Southern voting majorities have counted for little. Whether in setting 
agendas or appointing people to key positions, Southerners, particularly if voicing dissenting views, have faced 


exclusion. The leadership and management of key agencies has been disproportionately in the hands of citizens from 
North Atlantic countries. 


Contrary to hopes of greater responsiveness, the proliferation of UN agencies (38 of them as of 2001, plus a large 
number of special UN funds) and competition among them have frustrated open, democratic practice. ‘Round Table 
Conferences’, organized by the UN in about 35 very low income countries since 1970, have encouraged donors to 
coordinate and to listen to recipient governments. Where UN agencies have asserted their authority and technical know- 
how about crises and development problems, political leaders in affected countries have tended to shrug off 
responsibilities that should properly be theirs. As discussed in later chapters, the aid system, illustrated in the UN but 
certainly not confined to it, has helped displace responsibility upward and outward, to international levels where there 
are no sanctions for failing to respond — as demonstrated shockingly in Africa’s crises in the 1990s. 


Rules of the Game 


A regime can be defined as a set of ‘implicit or explicit principles, norms and rules and decision-making procedures 
around which actors’ expectations converge’ (35). Knowledge of rules can help predict behaviour. Some key rules 
guiding the aid regime are summarized below in six clusters, based on a useful overview composed in the early 1980s 
by the political economist Robert Wood (36). Gaps between rules and practices have always existed, but since the 
1980s, aid agency behavior as disciplined from Washington has converged about the following principles, norms and 
rules. 


Negotiation 


Aid is provided at the discretion of the donor/lender. There is no right or entitlement to aid. The donor’s choice and 
definition of a problem, issue or population has precedence. Donors/lenders set the channels and procedures. 


Aid in relation to other flows 


Aid should not compete with for-profit actors, who can effectively veto aid to certain sectors like mining, 
manufacturing. Aid should thus contribute to general conditions of production and exchange, such as public works and 
education, and to macro-economic conditions. Donors may legitimately allocate or withhold aid in order to promote or 
discourage trade flows and investment capital. There are few barriers to lending; for example, loans repayable in foreign 
currency for activities that do not require or generate foreign currency are legitimate. 


Relations among official donors 


Aid donors/lenders should not compete with one another. Donors should not break ranks with the IMF and World Bank 
on policy. Promotion of rival economic paradigms is unwelcome. Mercantile competition disguised as aid, such as soft 
export credits, should be restrained. 


Relations between official donors and civil society 


Selected civil society organizations (CSOs) in donor and recipient countries may be considered legitimate actors in aid, 
or discussants about aid. Terms of interaction with CSOs may be negotiated, but the donor/lender has the last word. 
CSOs whom donors consider legitimate are welcome to express criticism via routine channels such as lobbying; CSOs 
seen as non-legitimate or who mount criticism via non-routine channels of protest are unwelcome and will be ignored or 
firmly rebuffed. 


Conditionality 


Conditionality (37) is a legitimate form of interference in the internal affairs of sovereign states. Donors/lenders have 
rights to prescribe policies, and recipient governments must promise to adhere to what is prescribed. The principle of 
promise (ex-ante conditionality) is today being supplemented by the principle of performance (ex-post conditionality), 
that is, recipients must demonstrate that they have actually applied the required policies. Norms to promote an outward 
economic orientation and market fundamentalism are today being supplemented by norms of poverty alleviation and 
good governance as defined and measured by donors. Until the mid-1990s, conditionalities were imposed from above, 
through non-transparent procedures; today they are supposed to be formulated through public consultation and 
“owned” by recipients. 


Escape clause: A major donor may, at its discretion, informally drop insistence on actual observance of these norms 
where its other priorities, such as its strategic political or military interests, come first. 


Aid and debt 


Continued eligibility for aid depends on meeting debt repayments to the important creditors, namely the IMF and World 
Bank. Default and formal bankruptcy status is forbidden and non-negotiable (38). Roll-over or relief of debt is subject 
to prevailing conditionalities. Clubs of donors/lenders, sometimes including private creditors, manage debt re- 
financing. 


§ 


This chapter has cast a cursory look at the commanding heights of the aid system, the motivations, institutions and rules 
which drive it, and some of the checks and balances that should make it publicly accountable but usually fail to do so. 
The regime operates and reproduces itself in extended hierarchies or aid chains, the motif of the following two chapters. 
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4. Aid Chains 
The desire to help so easily becomes the desire for power (1). 


Command over leading ideas and rules of the game are, as the previous chapter notes, important powers. But much 
depends on how they are carried out. As in marketing or weapons systems, foreign aid relies on extended linkages to 
convey its ideas, money, goods, and services to its targets. These devices may deliver their payloads from great heights 
or close to the ground, but all require organizing people in complex hierarchies. These are aid chains (2). 


Aid chains are system of power. They consist of lines of command run from the top. They afford a lot of control, but 
they are not almighty. For funny things can happen to policies as they travel down aid chains. Mid-level authorities, 
business go-betweens, receiving-end officials and intended beneficiaries do not behave like printed circuit boards. On 
the contrary, they will usually interpret, negotiate, try to capture advantages, resist control and manipulate information 
going back up the chain. Like a digestive tract, aid chains reconstitute formal policies into “really existing policies”. At 
the end of its journey down a chain, the outcome of an aid-driven plan will often look quite different from what was 
intended at the top. 


Simplified examples appear in Graphic 5. Most chains have at least four segments beyond the funding authority: 
typically first a aid agency or bank, second an operator in the public or private sectors, third a national or local authority, 
and fourth local collaborating bodies in the public or private sectors. At each level there are hangers-on: advisors, 
suppliers, media, auditors and evaluators. 


Theories of resource dependence help explain how aid chains work and produce tensions (3). Organizations in a chain 
struggle to capture and retain resources. In so doing, they are pulled in opposite directions: they seek certainty and 
stability yet they also seek to avoid external control and the vulnerability of dependence. 


The metaphor of the chain speaks to top-heavy patterns of authority. Those at the top frame the questions. They also 
then give the answers — and not necessarily in that logical sequence. All the way down, participants have to account 
upward, rarely downward to ultimate beneficiaries. Rather than build and disperse power among citizens at the 
receiving end, aid chains tend to claim and gather power upward and concentrate it at ever-higher levels. Yet if aid 
fails, those at lower levels commonly end up paying the bills, and getting the blame. With poverty and powerlessness 
looming even larger in places where aid has been most intense, those at upper ends of aid chains meanwhile are assured 
of a job. 


Empowerment above, disempowerment below: the tendency is clear. Where there should be functioning public 
systems and political give and take between rulers and citizens, there are often only skeletal institutions. Today’s calls 
for recipient ownership, participation, transparency and good governance are certainly valid, but they are cries into what 
is often an echoing void. 

Ownership and Initiative 


Aid chains run from below are extremely rare. They crop up outside official aid systems, such as where ethnic diasporas 
living abroad -- Albanians in New York, Palestinians in Western Europe -- answer urgent appeals from home. Donors 
and lenders may be the owners and initiators of aid, but that is not for lack of proposals on the part of recipients. On the 
contrary, southern countries have tried to set up institutions affording them some measure of control over aid. Two 
cases stand out. 


In the 1950s, inspired by the Marshall Plan, some countries proposed establishment of a soft-loan UN bank, the 
(Special) UN Fund for Economic Development. Being a UN-owned fund, recipient nations would have held strong 
voting powers over it. The World Bank opposed and finally killed the idea. But the Bank then dropped its earlier 
objections to the principle of soft loans, and occupied that higher moral ground by setting up in 1960 its own soft-loan 
window with a bland name, the International Development Association. 


The second initiative was more successful: the International Fund for Agricultural Development IFAD). Emerging in 
the mid-1970s when talk about a New International Economic Order was in the air and oil exporters’ wealth was rising, 
it was a southern initiative focused lending for rural development. Managed by technocrats but with a strong sense of 
Southern country ownership, IFAD’s governance formula departed from that preferred by donors. However, Northern 
donors called a strike on IFAD in the 1990s, thereby winning a new formula of governance tilted in their favour. That 
rescued the agency financially, but brought it into closer alignment with the top of the aid regime (4). 


Graphic 5. Aid Chains 
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Captains of the aid industry tend to rubbish ideas coming from recipients. Proposals by African governments have been 
unwelcome: the Lagos Plan of Action, the Final Act of Lagos, and the African Alternative Framework to Structural 
Adjustment Programs (5). But even those backed by heavier political clout, such as Japanese and Malaysian proposals 
to set up an Asian Monetary Fund owned and run by regional governments, have likewise been vetoed in Washington. 


Today, industry utterances are spiked with terms like “home grown” and “demand driven”. Hollow words, going by the 
historical record of most official donors. 


What triggers aid chains and how do they evolve? They routinely grow along paths laid down by geopolitics, culture, 
and commerce, but they may be triggered in various ways: 


Crisis 

Disaster has brought to life many aid chains. Catastrophes can seize public attention and loosen purse strings in ways 
that few other things can. Media officials seek dramas of distress and rescue; they find them in humanitarian stories, for 
which aid providers seek publicity. Big aid chains with large public profiles are thus created. Israel’s 1967 war, the 
collapse of the Soviet Union, and a deteriorating world environment have sparked foreign policy initiatives and aid 
chains with long lifespans, though of different strengths and political backing. Humanitarian aid chains develop from 
unlikely sources. Western military establishments, challenged to justify their budgets in the post-Cold War era, have 
actively worked to set them up. At another extreme is the one-man-and-a-truck NGO rolling into war-ravaged ex- 
Yugoslavia or Guatemala with loads of donated relief goods. 


Economic Conjunctures 

Many aid chains spring from pent-up surpluses with no place to go. Subsidized farm output is a major case in point. 
Food aid has mobilized the enthusiasm of farmers, seed and chemical companies, politicians, merchants, transporters, 
charities, and a variety of interests at the receiving end. End consumers can range from bakery training projects to 
public works schemes to armed forces. Food aid chains often generate yet more links, as the revenues from foodstuff 
sales pass to others, including agencies further up the aid chain. The bonanza of the early aid years (food aid accounted 
for a third of US agricultural exports in the 1950s) helped agribusiness and the shipping industry penetrate and expand 
into many of the foreign markets they continue to benefit from today. 


Surplus petrodollars piling up after the oil price hikes of the 1970s triggered heavy pressure on banks to sell loans. The 
IFIs joined the private banks in the lending frenzy. Northern hyper-consumption is another source of surpluses. 
Fashions change and goods become obsolete. Hence the channeling of second-hand clothing, cast-off medical supplies 
and re-furbished tools. These too follow the axiom that over-production tends to feed aid chains that grow into 
commercial chains. 


Stimulating the growth of aid chains over the long term are normal processes of business enterprise led by firms, 
organizations and consultants based in donor countries themselves. The US government makes no secret of the fact that 
most of its bilateral aid -- about 80 per cent according to one estimate — flows back to US suppliers of goods and 
services. The Dutch aid ministry has for years tried to promote aid spending at the receiving end, yet about 65 percent 
of its aid in 1995 was spent in the Netherlands or flowed back there (6). 


New Ideas, New Fashions 

Like ivy on a trellis, aid chains grow on frameworks of ideas. The appendix ‘Five Decades of Foreign Aid’ notes some 
leading fashions over five decades. Under the ideology of market fundamentalism, aid chains have shown luxuriant 
growth. Downsizing government, privatizing services and promoting private sector interests have added new segments 
and new hangers-on, as described later in this chapter. These ideas come packaged in common sense language about 
administrative or market rationality. Contracting services of consultants and NGOs has been promoted as the straight 
and narrow path to cost reduction. Incentives, bargaining, personal choice, and metaphors of commerce all enter this 
story. 


But an interest in greater efficiency and choice does not explain why chains grow the way they do. Almost always at 
work are political purposes (7). To devolve tasks to contractors is to redistribute power and to entrench new socio- 
economic interests, who then defend the chains and their positions in them. Privatization also enables the US, for 
example, to pursue policies outside laws mandating public disclosure of information (8). Being less subject to public 
oversight, privatized aid chains develop lives of their own. Aid policies may come and go, but aid chains live on. 


Competition 

As the number and variety of organizations, firms and statutory bodies involving themselves in foreign aid have grown, 
so too has the competition. Their struggles for growth or survival have gained intensity when crises and economic 
conjunctures trigger new streams of relief aid, charitable giving, and new official budget lines to promote the latest aid 
fashion or destination. ‘It can be like the Catholic and Protestant churches in Africa in the last century competing for 
converts’ notes an academic observer. “They have to protect their budgets. And it is not all their fault. The European 
Union and individual governments, from whom they get much of their money, make the system very competitive’ (9). 


Self-reproduction 

Aid managers tend to see local institutions as incapable of absorbing and accounting for aid resources. Shortcomings on 
the recipient side have been ‘seen as potentially disruptive of the donor agency’s “production process”, thus reinforcing 
the inclination among donors to grab a firmer control of the task of project design. The takeover of this task resembles 
the backward vertical integration of firms in the private sector. The organization expands “backwards” into the task 


environment and starts to “manufacture” project applications itself’ (10). 


That is, chains tend to reproduce themselves. They do so, for example, when new issues crop up, exposing more gaps in 
local capacities. The system abhors a vacuum, so new bodies are routinely called into being to fill the gaps. From 
HIV/AIDS to governance to environmental management, aid activities have proliferated. Combined with a low 
mortality rate among aid initiatives, this high rate of birth generates a sizable, but greying bulge in the institutional 
population. 


At this point it is useful to sketch the main institutions in the upper-middle ranges of aid chains. Their political 
anchoring and accountability were introduced in the preceding chapter. Some components and practices may be noted 
here briefly. 


Multilateral Official Channels 


Despite donor preference for their own, bilateral channels, multilateral aid made big strides in the 1970s as common 
needs among rich countries overcame their competitive urges. Whereas OECD donors put 10 percent of their ODA 
through multilateral channels in the 1960s, that share has hovered around 30 percent since the mid-1980s. OECD 
countries in the 1990s disbursed their multilateral ODA in the following order of importance (with amounts given in 
inflation-adjusted dollars of 1998): 


= the IFIs, including the World Bank group and their closely-associated regional development banks for Asia, Africa, 
the Caribbean, Latin America, and eastern Europe, and other smaller funds. Together these multilateral bodies 
received an annual average of $7 billion or about 13 percent of overall OECD country disbursements; 


= European Union channels (the European Commission’s joint programme and the separately-run European 
Development Fund) received an annual average of $4.6 billion or about 8.5 percent of all OECD disbursements (for 
EU countries, these Europe-only channels absorbed about 16 percent of all their aid spending); 


= United Nations funds or specialized agencies (numbering close to 50 institutions) received an annual average of 
$4.2 billion or about 8 percent of all OECD country disbursements. 


= Special arrangements for particular purposes. Among the best-known is the Paris Club, an informal group of 19 
OECD countries constituting a joint front of official creditors to negotiate the rescheduling of debt owed by low- 
income nations. Since 1974 the French Treasury in Paris has served as the Club’s secretariat (11). Other examples 
include the Stability Pact for South Eastern Europe, a major trans-Atlantic consortium formed in 1999 to co- 
ordinate economic, political and security aid in the Balkans, and the Ulstein Group, formed in 1999 by bilateral 
agencies from Norway, the UK, Germany and the Netherlands, chiefly to combat corruption in receiving countries. 


Of these, IFIs are the biggest players. They use their own accumulated revenues and raise large sums on private capital 
markets. All together in 1999 the multilateral banks made loans totaling $65.2 billion, of which 32% went to Eastern 
Europe and the former Soviet Union, 31% to Latin America, 28% to Asia, 5% to sub-Saharan Africa and 4% to the 
Middle East (12). 


Other publicly-owned development banks are increasingly active in lower-income countries. The EU’s European 
Investment Bank, founded in 1958 chiefly to finance infrastructure in Europe, has begun making project loans (€6 
billion in 2000) in Eastern Europe, North Africa and beyond. 


The nominal joint management of multilateral aid chains brings advantages to donors. It helps cement international 
duties and policy consensus. It multiplies the impact of one’s aid by combining it with others’. It can reduce risks of 
carrying sole responsibility if things go wrong. Other advantages claimed for multilateral aid — that it would improve 
transparency and quality, and reduce distorted choices based on individual donor self-interest — have yet to be realized 
consistently. 


Multilateral aid limits opportunities for one donor country to fly its flag or to steer contracts toward its constituents. But 
multilateralism does hold advantages for certain countries, particularly for the well-connected. In 2000 the US Treasury 
Secretary extolled the multilateral banks for their benefits to his nation’s economy, claiming they had ‘reduced tariffs in 
Mexico and opening up the Indian economy, which enormously benefit US producers. There are also more direct 
benefits for US companies: in 1998 alone, US firms received $ 4.8 billion from contracts arising from IFI investment 
and adjustment programs’ (13). That is, for every US tax dollar given to the multilateral development banks, US 
corporations gained about four dollars in added turnover. 


When channeling their multilateral aid, OECD donors prefer the development banks above UN agencies. In the 1990s 
those banks received about 44 percent of all donor disbursements to multilateral channels, whereas UN agencies got 
about 26 percent of the multilateral pie. In principle, the UN’s main policy-making forum for development, the 
ECOSOC, should guide its aid. But in practice, central steering is weak. ‘ECOSOC recommendations are not, however, 
binding on the specialised agencies. As a result, no real co-ordination occurred. ECOSOC was a post office, with in- 
and out-going mail both from the UN central bodies and the specialised agencies’ (14). 


A practical coordinating mandate over UN agencies has fallen to the United Nations Development Programme (UNDP), 
set up by the General Assembly in 1965. Limited by its dependence on voluntary contributions, the UNDP’s greater 
powers stem from its influence in policy and paradigms. In the battle of ideas inside the aid regime, the UNDP, together 
with the International Labour Organisation (ILO), the UN Conference on Trade and Development (UNCTAD) and UN 
Children’s Fund (UNICEF), have sometimes offered the only official dissent from the dominant ideas coming from 
Washington DC. 


National Official Systems 


Under rising pressures inside and out, national aid systems have tended to fragment. The most common schism is 
between the mercantile bloc, which pursues trade and investment gains for the donor’s economic interests, and the 
development bloc, whose aims include growth, political stability or simple relief of suffering. Splits show themselves in 
struggles between ministries of finance and trade on the one hand, and ministries of foreign affairs on the other. Within 
official agencies, competing camps of “bankers” and “programme officers” crop up along similar lines. In recent 
decades, momentum has been with the business bloc. 


Despite its apparent revival in the late 1990s, the anti-poverty camp in most national aid bureaucracies has had to cede 
ideological ground, authority and funds to new units set up for mercantile ends. The Canadian International 
Development Agency’s Industrial Cooperation Program (CIDA INC) and the Swedish Agency for International 
Technical and Economic Cooperation (SWEDFUND) are examples. In the EU these publicly-owned national banks 
are represented in a twelve-member group, the European Development Finance Institutions; together they accounted for 
nearly €1,7 billion in loans made in 1999, mainly in low-income countries. As the struggle for a good bottom line 
intensifies, tones of irony enter public debates about official aid. A recurring question is: Are we supposed to do good, 
or merely to do well? 


Even before official aid agencies appeared in the 1950s and 1960s, Northern governments had begun setting up banks 
and insurance companies to promote their national exports and private investment abroad. These Export Credit 
Agencies (ECAs) and Investment Insurance Agencies (IIAs) occupy a grey zone of official aid. Examples include the 
UK’s Export Credits Guarantee Department, Canada’s Export Development Corporation, Australia’s Export Finance 
and Insurance Corporation, and a variety of US bodies including the Export-Import Bank, the US Overseas Private 
Investment Corporation and the Trade and Development Agency. Many Boeing passenger jets have been sold with this 
kind of help. The World Bank’s Multilateral Investment Guarantee Agency does similar work. It too lacks transparency, 
rides roughshod over environmental norms, and adds to social polarization. As of mid-2001 it faced a growing 
movement to end its public funding (15). 


Their targets are what are now termed emerging markets, where profits can be sizable but political risk and poor 
infrastructure make things less attractive to private capital on its own. The business is big and lucrative: turnover for 
ECAs and IIAs is about $100 billion a year, dwarfing all official aid. The greater part of official debt of low-income 
countries is owed to ECAs. These agencies are close to the top of major aid chains. A recent study summarizes their 
importance as follows: 


[ECAs & IIAs] are now the single largest source of taxpayer support for private sector companies seeking to 
off-load on to the public the financial risks of their business projects in the South and Eastern Europe. 
Ultimately, it is the poorest in these countries who end up paying the bill. ECA support now exceeds by far the 


total annual investments made by the World Bank and other multilateral development banks. With rare 
exceptions, the major ECAs lack mandatory environmental and development standards: in addition, they are 
secretive and unaccountable (16). 


These state-owned banks and insurance companies are part of every nation’s arsenal in trade wars. Aid and 
development rhetoric helps protect them, just as camouflage netting helps protect field artillery. 


Over time, Northern powers have agreed on rules of trade wars. To curb dumping and other competitive practices, they 
formed cartels. Under OECD auspices their representatives meet to regulate trade practices and to fix prices. One 
current problem is how to freshen the air where strong smells of corruption surround the deals they promote. Having 
long been in the shadows, export credit and investment insurance agencies are coming under public attack (17). 


One other kind of subsidy for the rich has been justified by its benefits for the poor: tax shelters. As part of its now 
defunct Caribbean Basin Initiative in the early 1980s, the US government revised its tax haven law, saying it would 
boost the economies of Barbados, Jamaica, Grenada and others specializing in offshore banking (18). Basically a 
welfare scheme for footloose, often crime-linked capital, flows can total many billions of dollars a year, at no 
substantial benefit to equitable development in the Caribbean. Meanwhile the payoff for other low-income countries is 
in fact a rip-off. Such market freedoms are a fraud, and carry obvious dangers for global security besides. Even the 
OECD and others in the policy mainstream are now uneasy, but they know exactly why such schemes exist. ‘You ask 
why, if you believe there’s an important role for a regulated banking system, do you allow a nonregulated banking 
system to continue?’ former World Bank chief economist Joseph Stiglitz has said, “The answer is, it’s in the interests of 
some of the moneyed interests to allow this to occur. It’s not an accident; it could have been shut down at any time’ 
(19). 


Bilateral Aid Agencies 


A bilateral agency carries the donor country’s flag and distributes the bulk of its aid budget (20). Bilateral agencies once 
operated both as investment banks and as grant-makers. Today most make only grants or roll over debt. As agencies 
take on new objectives and tasks, there are signs of mission overloads. For two Swedish observers, 


An aid agency today resembles the old-fashioned department store, catering to every human need imaginable. 
Swedish aid, for example, has taken upon 

itself to assist developing countries in reducing their poverty. It shall, furthermore, work towards stimulating 
economic growth, a socially acceptable distribution of incomes, gender equality, protect the environment and 
contribute to a development of democracy and a respect for human rights (21). 


Fitted out like a Christmas tree with issues and priorities, some agencies appear to play almost decorative functions. 
The task overload feeds itself: as gaps between promise and performance come to light, donors and lenders reply with 
talk of new initiatives. By accumulating more aims and criteria, agencies find it harder to communicate on all sides 
without resort to deception (22). Task overload means they have had no real focus, no touchstone of policy. In the late 
1990s, there were signs of greater willingness to choose. Some bilateral agencies such as the Danish, British and 
Australian, have begun moving poverty reduction to the heart of agency purposes. 


Semi-Public Contractors 


To cope with their many mandates, official agencies have learned to confine themselves to the wholesale end of the 
business. Bilateral agencies have largely stopped managing aid in detail with their own in-house staff. Instead, they 
prefer chains of outside organizations working under contracts. Outsourcing has become axiomatic, lifted on an 
ideological tide of privatization. 


Among those contracted are quasi-nongovernmental organizations or quangos, public foundations, NGOs and for-profit 
contracting firms. In this foreign aid differs little from practices followed in Northern domestic realms of public 
welfare, culture, education and science. There, an expanding Third Sector of contracted organizations is praised as a 
powerhouse of civic initiative but also criticised as an expedient means to privatize and thus shed public responsibilities 
toward the poor and excluded. 


Aid in Tanzania: Swedish Ways, American Ways 


A five-year study of bilateral aid during the period 1965-1995 in Tanzania reveals differences between the 
Swedish agency, SIDA, and the American, USAID (23). The study’s main points: 


SIDA’s approach was one of trust and longterm commitment. Swedish leaders at first held an idealized 
image Tanzania, whose post-independence leadership had a political vision appealing to Swedish social 
democrats. It was Sweden’s worldwide policy to respect recipient nations’ sovereignty and to strengthen 
their public sectors. Aid should be recipient-led -- though with healthy doses of donor advice. 


But in the mid-1980s, Sweden’s domestic economy dipped and a stronger pro-business mood emerged. 
African economies, including Tanzania’s, were in free-fall. Market fundamentalism was riding high in the 
aid system. SIDA stopped defending Tanzania’s stand against orthodox structural adjustment. It began to 
sing in ‘the one-note choir of donor voices’. Talk about recipient responsibility replaced talk about recipient 
rights to chart their own course. ‘SIDA’s responsiveness ...shifted from the recipient to the rest of the donor 
community’ (24). 


USAID’s orientation was always upward. Its Tanzania office’s chief concern was accounting to Washington. 
By 1995, USAID’s manual of administrative regulations ran to 37 volumes. The US showed much less 
interest in Tanzania and provided far fewer resources than did Sweden. It showed little trust in Tanzanian 
capabilities. Washington dictated, Tanzania was supposed to listen. 


USAID’s field office enjoyed more autonomy than other donors in programme choices and spending. Its 
programming suffered from unstable, stop-go, ad hoc practices. Its rigid pro-market ideology, disinterest in 
the public sector, learning disabilities and straightjackets of rules meant low responsiveness to Tanzanian 
needs. Together with the World Bank and IMF, USAID used carrots and sticks to force Tanzania to undergo 
standard programmes of structural adjustment. 


In short, by the late 1980s Swedish policy had fallen into step with the ‘Washington Consensus’. Yet, the 
study concludes, this kind of top-down, ideologically-driven ‘donor coordination does not promote more 
effective aid’. That is because recipients have no control and feel no commitment. ‘The end result is that 
foreign aid fails’ (25). It seems recipient-led aid -- the baby the Swedes threw out with the bathwater under 
pressure from Washington -- was worth keeping after all. 


Patterns differ from country to country, but official aid has reinforced or created many thousands of institutions. As of 
the mid-1990 there were thought to be about 2500 organizations of varying degrees of non-profit status, claiming to 
address problems of the South and East (26). While many have accumulated tasks and resemble a department store, 
some are specialized. Contractors at middle levels in aid chains may be categorized according to specific task areas as 
follows: 


e Bursary management institutions 
Brokerage on behalf of higher-level training institutions, especially universities, is a main task. Formal scholarship 
programmes gave this activity special prominence until the 1980s, when it became clear that higher education and 
resulting skilled workforces can bring important benefits to northern economies. In Britain, Australia, Canada and other 
countries, higher education is today a source of both prestige and foreign earnings. Like early food aid, bursary 
programmes helped create a lucrative market for Northern institutions. Examples: The British Council, African- 
American Institute, and the German Academic Exchange Service (DAAD). 


e Technical support and training institutions 
Shorter and longer courses within existing universities, or purpose-made institutes around development disciplines, are 
key activities. Today, wider offerings in the South and East absorb much of the demand for specialized training, but 
Northern programmes aimed at specialists from lower-income countries continue. Examples: Carl-Duisberg 
Gesellschaft in Germany and the Royal Tropical Institute in the Netherlands. 


e Institutions for research and dissemination 
University faculties or special units in agriculture, health and social sciences regularly get aid contracts. They 


train professionals from low-income countries. Some institutes receive funds and mandates to start or support projects 
directly. Some carry major roles in research and advice on economic policy. New issues like conflict management have 
generated research-and-action NGOs and policy networks. Joint projects with southern institutions are popular, even to 
the point of sharp elbow competition among Northern university units pursuing counterparts in places like South Africa. 
Publishing and distance learning have grown as global communication costs have fallen. Examples: the UK’s Institute 
of Development Studies at the University of Sussex, the Australian Centre for International Agricultural Research. 


e Technical assistance institutions 
Following the boom of the 1960s and 1970s, many agencies that recruit and place “volunteers”, are today adjusting to 
reduced circumstances. Some of them have folded altogether, or have re-designed themselves for specialized tasks. 
Despite heavy criticism, technical assistance continues in part through quango and private aid agencies such as 
Denmark’s MS, France’s AFVP, Germany’s Dienst in Ubersee, the UK’s VSO, Canada’s WUSC and CUSO, the US 
Peace Corps. 


e Private aid agencies 
Nonprofit development, relief, and child sponsorship organizations took in at least $ 10 billion in 1998. In aggregate, 
about half of their income was from official sources, half from general public giving. Flows through these agencies 
might surpass one-quarter of total ODA, making them major players (27). Grant-making bodies based on church, trade 
unions or other social constituencies but subsidized with public funds are common in Europe. Together they form non- 
competing blocs accountable to aid ministries. Their closest counterparts in the US are three statutory foundations 
making grants in Asia, Latin America and Africa. They, and aid bodies run by the US Democratic and Republican 
parties, superficially resemble German stiftungen run by political parties and financed with public funds. Those German 
party foundations, however, tend to innovate more and to exercise far more influence over aid and other foreign policy 
fields than do their US counterparts. Private agencies with specialized tasks in such fields as population, health, or 
economic policy are effectively quangos bound to government through extended contracts. It’s hard to distinguish some 
of them from for-profit contractors, described below. 


e Institutions to promote public awareness 
Official subsidies here have been controversial. Central governments of France and the US provide next to nothing, 
while those of small trade-dependent countries like the Netherlands and Sweden put millions into public education. 
Recipients include private aid agencies, action committees, nonprofit media and other civil society bodies. These 
subsidies boost public commitment to foreign aid, but they may also have domesticating effects. Sharp debate and 
innovative criticism of foreign policy and foreign aid are heard with greater frequency in the US and Britain — countries 
where public education and policy activism depend not on government subsidies but on citizen initiative. 


Private Contractors 


To build a dam, audit account books or take a social survey, official aid agencies have always hired consulting firms. 
Among major aid contractors in the realm of information and ideas are five global companies: Anderson Worldwide, 
PricewaterhouseCoopers, Deloitte Touche, Ernst & Young, and KPMG. Working for both governments and 
corporations, they dominate markets in accountancy, management consulting, and even legal advice. As authoritative 
private bodies with public tasks, they help promote the ‘retreat of the state’ (28). In the 1990s the US government spent 
billions for their services to, among other things, usher capitalism into Eastern Europe and the former Soviet Union. 


Technical assistance — the placement of experts -- is a preferred way to influence entire public and private sectors, being 
a standard component of structural adjustment lending. This aid comes with a big price tag; in the 1990s free-standing 
(that is, not project-based) technical assistance accounted for average of $17 billion a year, or about 34 percent of total 
net ODA. Add in the costs of technical assistance embedded in projects, plus administrative overheads, and the share of 
(foreign) personnel costs would approach half of total aid spending. 


Procuring vehicles, tents and pumps is one thing. Managing complex social processes on behalf of poor people is 
another. Studies of outsourcing, both for domestic services and abroad, have questioned claims that it lowers costs and 
raises quality and efficiency (29). In the US, despite long experience in regulating private suppliers of public services, 
contracting welfare services tends to yield bad results (30). Professional contractors may of course deliver expertise on 
particular issues in ways and at prices that no public service can match. But there is no convincing evidence of overall 
superiority. In balancing the interests of directors and shareholders, against the interests of the poor and politically 
weak, firms will face obvious tensions. 


This chapter has introduced the main kinds of aid agencies and how their ownership, control and tasks are affected by 
their place in the aid chain. Yet despite the uniformity of rules and the omnipresence of the chain, national aid systems 
differ from one another. Some of those differences appear in the following chapter, a continuation of this book’s 
journey down the chain. 
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5. Toward the Receiving End 


When the dog was told that there was food for everyone at the wedding feast, he replied, 'We'll check that out at 
the ground level!' 
- popular saying, Niger 


This book’s trip down the chain of aid began at the top, where the big ideas and rules are approved, in the safe hands of 
bankers and senior officials. One step further down, agencies and their contracted sub-agents translate those ideas and 
rules into budget lines, action and inaction. The preceding two chapters looked at those upper ends of the chain. This 
chapter continues the trip with the focus still on power — how aid chains build and retain it, and with what effects. 


At lower levels, new segments and hangers-on appear. However, appearances can deceive. Aid can deliver bridges, 
vaccines and training services, but at the same time it can decimate, demoralize and corrupt a nation’s corps of civil 
servants, teachers and health professionals. Recipients overtly welcome aid, but at the same time conceal their resistance 
to its rules. 


At the receiving end are found political classes, public authorities, enterprises and public service systems and private 
contractors. At far ends of chains may be found actors in civil society. Fissures and hierarchies, often mirroring uneven 
development, are common here. Where foreign aid is a major source of jobs and the social wage of health and education 
services, and where debt repayment puts prior claims on revenues, the importance of aid chains to politics — who gets, 
what, when, and how — cannot be over-estimated. 


Chain Reactions 


Aid chains do more than deliver. They also help gather information and transmit it back up the chain. Resources down, 
information up: that is the essence of the circuit. For some, images and stories drive a kind of humanitarian commerce. 
Highly successful charities depend on transmitting human interest material to those who pay to feel an inner glow of 
satisfaction by, for example, sponsoring a child in a faraway land. At best only half their revenues reach the end of their 
aid chains, the rest being absorbed in packaging, advertising, and administering their feel-good product. 


Information is also the basis of accountability. In most aid chains, participants account upward, toward funding 
authorities: their reports on wells dug in the recipient land, and pumps purchased in the donor land, may be crucial to 
negotiating next year’s budget. How valid is the information? Unfortunately for both effective management and for 
accountability, it can hide more than it reveals. Those whose livelihoods and careers depend on continued funding, 
defend themselves by filtering and colouring information going up the chain. So begin dissembling games to keep the 
bosses and visiting delegations happy, the empty project facades ‘for the English to see.’ 


Aid is supposed to foster self-reliance and thus put itself out of a job. Yet when talk turns to exit strategies, the tone is 
rarely one of pride and cheer. Among the development banks, agencies, project units, companies, non-profits and 
consultants, dependence on aid has grown. These make up aid’s hardcore political constituency: coalitions with 
incentives to keep things rolling, keep things quiet (if not secret), keep united fronts in the face of criticism and keep 
postponing their farewells. Many at the receiving end also hold stakes in the status quo. A Swedish observer concludes 
pessimistically: ‘After several decades of building institutions dependent on donor financing, neither the donor nor the 
recipient seems to be able to envision institutions which can be financially sustained by domestic resources.’(1) 


If aid dependence at upper ends of aid chains was a sub-theme of prior chapters, this chapter’s sub-text is aid 
dependence at lower ends. Aid dependence often matches its intensity — as indicated by aid’s share of recorded GNP. 
An aid share of 10 percent of GNP is considered very high. Where such rates persist over more than a decade, one can 
speak of severe aid dependence. 


High aid intensity is not necessarily a bad thing over limited periods. The economies of Botswana, Taiwan and Korea 
were once highly geared to aid. But after its importance tapered off, competent and self-reliant states were left behind. 
Since the 1970s, aid intensity has declined in a few countries such as Yemen and Egypt, but in many more it has risen. 
Aid dependency is a matter of duration. Of 29 countries in which aid represented 10 per cent or more of recorded 
output in the 1990s, 17 had shown similarly high rates of aid intensity in the 1980s. 


Proliferation Pressures and the Garbage Can 


Recipients are blamed for failing to call the shots and to manage aid well. Such accusations sound valid at first, until it 
is recalled that aid was never theirs to control in the first place. They stand at the end of a cascade of decisions from 
above. Today a rising chorus of voices calls for demand-driven aid and recipient ownership. Yet many continue in their 
supply-driven, donor-owned ways. They justify their refusal to give up control by the passivity, incompetence and 
corruption they often see around them at the receiving end. Yet how did such problems arise in the first place? In many 
cases the aid system itself is not without blame. 


At the receiving end, the multitude of aid-driven activities frustrates government efforts to govern. Officials often do not 
know with any accuracy who is doing what with whom and under what terms. Aid flows in with no central oversight. It 
thus often lacks coherence. Country surveys of aid reveal an abundance of projects across levels, sectors and territories, 
but many activities escape those surveys. In broad lines, there is a double distortion: official data commonly overstate 
the value of flows reaching the end of aid chains, and understate the numbers of projects and the chains that bind them. 


The problem in Africa is worsening. A recent study concludes that in the early 1980s Malawi was struggling “under the 
burden of trying to manage 188 projects funded by 50 different agencies. Yet Kenya had 2000 donor-funded projects in 
1996 and Tanzania in 1997 had 1800, while war-torn Mozambique was trying to keep track of 405 health projects 
funded by different donors’ (2). 


Only a few aid-supported governments have managed to orchestrate aid and make it fit national priorities. They had 
bargaining powers because they preserved their state apparatus and showed self-confidence in the face of donor 
arrogance. Botswana succeeded, according to a former senior World Bank official, because it ‘sent the IMF packing’ 


(3). 


If aid chains have one law of motion, it is: Move the Money. The prosperity of aid institutions and the careers of people 
who run them depend on making funds flow. Cycles are short and tempos are rapid. Disbursement pressure was first 
diagnosed in the 1970s (4). Since then it has been regularly deplored, though rarely by senior aid officials, whose job it 
is to ask for more money for their agencies. Aid managers are normally rewarded for spending or lending large amounts 
in limited periods of time. Their pursuit of “partners” and activities will be relentless and competitive. They will hunt 
down places that can be targeted as “under-borrowed”. Their usual attitude is, ‘a bad project is better than none at all’ 


(5). 


These pressures and attitudes distort views of problems and of local capacities. The result can be bloated, bankrupting 
initiatives. A seasoned development economist was thus moved to write a book about aid in Africa: 


Many have commented on how damaging this 'fund channeling effect’ is to the quality of the projects that are 
funded.... If there was one single factor behind my determination to write this book it is personal experience of 
the way project proposals are rated as good or bad solely by their size.... Last, but far from least, there is the 
way project staff become overwhelmed by demands not merely to spend the money originally allocated but to 
expand and take up more and more new activities, in order to use extra funds that donors have been unable to 
dispose of as they had originally planned. Through the developing world there are good little projects, 
kidnapped by aid and inflated into bad large projects by the pressure to expand at a pace far beyond any 
reasonable expectation (6). 


Over-funding favours leakage and sloppy management. A close observer of the issue writes: “Competing for relatively 
small markets forces donors to ignore warning signs of lack of capacity, quality or integrity among recipients. Donors 
have no incentive to look for proof of corruption when they are themselves force-feeding the beneficiaries, who may 
receive large grants on the basis of mediocre or negative track records’ (7). Confronted with such charges, aid 
managers may cry murdered innocence. Yet the evidence of their complicity is mounting. A review of thirty years of 
aid-driven agricultural policy in Africa concludes that 


all evidence suggests that the huge burst of agricultural spending in Africa of 
the mid-1970s, had a largely negative effect through contributing enormously 
to the decline in efficiency and honesty of the parastatal agencies through 
which it was channeled. That is, much of the inefficiency, which neo-liberals 
see as just an automatic consequence of ‘state-control’, was actually the result 
of ... large and poorly-controlled aid inflows during that period (8). 


Such pressures help promote the ‘garbage can model’. This is a chaotic and wasteful cycle of policy-making first 
identified in public sectors of rich countries (9), but widely observed where foreign aid is at work. It goes roughly like 
this: someone with a solution goes out in search of problems; problems are identified not in their own terms, but rather 
in terms of the ready-made solution; programmes are then drawn up with little time for research and testing, a lot of 
money up front, and little attention to how benefits will be sustained after the agency withdraws. 


Solutions can thus generate other, often bigger problems. But these become apparent only after those responsible for the 
first steps have moved on, and probably up, in their careers. Others are left to sort out the mess. Their solutions in turn 
create further problems, which then pass to others, and so on. Aid system incentives to keep the cycle turning over are 
strong; incentives to learn, to do things thoroughly and to stop this perverse cycle are weak. Under other names, the 
garbage can has long been known to aid specialists. A book about crippled or comatose aid initiatives, Project 
Rehabilitation in Developing Countries (10), testifies to its widespread recurrence. 


The Big By-Pass 


A strong odor of the garbage can hangs over efforts to by-pass national authority at the receiving end. Getting around 
bureaucratic blocs is of course not always a bad thing. In the early 1950s the US insisted on by-passing vested interests 
in Taiwan and Korea in order to redistribute assets. In the end the strategy improved public authority, and thus the 
environment for growth. (See box in Chapter 6.) Since then, however, the aid system has tended to squeeze recipient 
public sectors with austerity, segment them with projects, and by-pass them with special task units. The results can be 
crippling. 


Aid agencies, and expatriate managers and technicians representing them, set up and run these special units. Local 
professionals and other staff hired away from their country’s civil service also work in them. With better staff, more 
money and autonomy, these aid units form privileged enclaves tasked with controlling resources and demonstrating 
results. 


Project implementation units have seen widespread use. In Nigeria the World Bank used them to manage agricultural 
projects. Having more resources than the normal public sector, these units formed de facto a parallel Ministry of 
Agriculture. But after a few years everyone faced austerity and downsizing. The resulting departmental conflicts, 
demoralization, and institutional damage left the Nigerian public sector, and Nigerian agriculture, weaker than before 


(11). 
“Integrated rural development” had dis-integrating effects, as the recent history of Sierra Leone suggests: 


[D]onors often ‘carved up’ the territory of African countries, dividing it into a number of area projects, each 
managed by a different donor, with different objectives, equipment, extension agents and programs. In Sierra 
Leone, for example, the World Bank managed the Eastern Integrated Agricultural Development Project, while 
the Germans had the Bo Rural Development Project, and the EC funded the Northern Integrated Agricultural 
Development Project, etc. In most of these cases, the underfunded Ministry of Agriculture watched from the 
sidelines (12). 


In the 1980s, Nordic donors created MONAP, the Mozambique-Nordic Agricultural Programme. A central 
management unit absorbed about one-quarter of this $192 million, twelve-year effort, on which dozens of other costly 
aid chains depended. As in Nigeria, it constituted a parallel rural development authority (13). 


The aid system did not bring on instability and decline in rural Nigeria, Sierra Leone and Mozambique. But where aid 
deliberately by-passed national systems, it helped marginalize, fragment and de-legitimize national authority. In those 
cases, the aid system at best did nothing to block the political forces that ripped those countries’ social fabric. At worst, 
it helped set the stage for those forces. 


Despite this dubious record, special units remain the preferred means of managing aid. ‘[A] recent OECD and UNDP 
study of the aid system in Mali showed that between 1985 and 1995, the majority of donors used project implementation 
units rather than working through the regular bureaucracy; some donors, including USAID, the World Bank, and 
Germany (GTZ) used them for all of their projects in Mali’ (14). 


Donors and lenders like special project chains because they enhance their control and lower risk of delay, leakage to 
corruption, and big discrepancies between original design and end results. A professor of business administration with 
years of aid management experience has concluded: ‘This model is in many ways the ultimate expression of a lack of 


trust in the recipient’s ability, in combination with a lack of faith in the long-term possibility of improving capacity in 
the recipient’s public sector’ (15). 


Though diagnosed decades ago, the syndrome continues: special organizations create islands or enclaves that end up 
serving neither the public good nor, in the long run, the aid system itself. A rural sociologist with twenty years’ 
experience of aid efforts summed it up in the early 1980s as follows: “The paradox we see repeated in program after 
program is that in order to meet ambitious production goals new projects exclude themselves from the very 
organizational frameworks they are claiming to influence’ (16). 


Privatization and Decentralization 


Marginalizing national authority has gone hand-in-hand with downsizing and privatizing public sector management. 
Aid-driven pressures to decentralize have spread like a fever, creating yet more entry-points for aid. Mozambique’s 
1997 local government law, for example, expressly permits municipal authorities to knock on donor doors. In Tanzania 
and Uganda, state functions are shifting to scores of quangos, firms and lower levels of government (17). 


Shifting power to democratic city governments can be a very good thing. In countries like Brazil, South Africa and the 
Philippines, citizens have shown they can mobilize and voice their interests to make devolved power work for them. 
City politics, and negotiations around public services, can sometimes create spaces for democratic practice. In them, 
donors and their agents no longer face up the chain of aid but downward to end users. 


Where citizens can defend their interests as payers of taxes and service charges, positive scenarios are possible. But that 
is not necessarily what the top of the aid system has in mind. For the IFIs want central governments to replay their 
foreign debts above almost everything else. That often means curbing and downloading spending responsibilities to 
lower-level authorities or private service providers. Privatization of water and other public services is also a priority 
because large Northern-based corporations see profitable opportunities there. To these ends, the IFIs have worked hard 
to insulate central treasuries from public claims. It is increasingly clear that their ‘enthusiasm for decentralization 
derives more from adjustment requirements to relieve national public deficits and manage the debt crisis than it does 
from broader democratic goals’ (18). 


Contractors Lower on Aid Chains 


Having largely pulled out of field operations, official agencies’ tasks today center on supervising short-term contractors: 
for-profit, non-profit bodies, quangos, and even local government bodies forced to compete with the rest. According to 
market doctrine, the best possible services will be delivered at the cheapest possible price thanks to competition among 
these contractors. 


In practice, however, delivery often falls short of what market ideology promises. Many services are monopolies, and 
thus vulnerable to abuse. Regulation to protect the public interest is weak or non-existent. Consumers of services are 
unorganized and uninformed (19). Goods and services gravitate toward those who can pay; the poor get the short end. 


In such situations, informal processes crowd out formal rules, know-who overwhelms know-how. Donors find the tables 
turned on them as local elites learn to play the game. In Kenya, for example, those elites made sure that their women’s 
NGO became the privileged channel for aid to women’s activities (20). In Mali, government officials played on 
divisions and spending pressures within USAID to favour certain local road-building enterprises (21). If they act 
shrewdly, local elites can thus wield importance influence lower along aid chains. 


In the 1980s, Northern private aid agencies, their Southern branch offices, and local NGOs gained prominence and 
status. This is readily apparent to informed observers in the South, such as the Indian journalist P. Sainath: 
‘Development theology holds that NGOs stand outside the establishment. They present a credible alternative to it. The 
majority of NGOs are, alas, deeply integrated with the establishment, with government and with the agenda of their 
funding bodies’ (22). 


Agencies prefer to control chains right down to their presumed end points. They thus seek NGOs as go-betweens with 
local people. Where such segments are missing, donors may simply create them. Typical is the case of Marangsingh, a 
small poor village in Nepal, described in a donor magazine article. Having noted foreign agencies’ success in 
bypassing central authorities, the article continues enthusiastically: 


Perhaps the most convincing indicator of success for Marangsingh’s nearly-completed irrigation system is the 
Farmers Irrigation Association, which was created according to the requirements of Danida and the ILO as a 
prerequisite for their support. Recognizing that a strong, active local organization is essential for sustainability, 
the donors stipulated that they would only work through such organizations, and they recruited a social 
organizer... from a local NGO to help set one up (23). 


Building aid chains down to the grassroots is an old practice. In the 1950s in India, the Ford Foundation and the US 
government promoted “community development’, along with micro-enterprise, to crowd out leftwing political 
movements (24). In the 1970s and 1980s, the practice re-appeared on a bigger scale as “integrated rural development”. 
These approaches failed not only because they tried to impose new power structures answerable to donors, but also 
because they opened the door to local opportunists answerable only to themselves. 


In the face of aid system demand, both local elites and anti-poverty activists become enthusiastic organizers of a 
suitable supply. Politicians and officials create their own organizational chains in the form of cooperatives, 
development associations and new settlements. Aid has revived and re-cast older organisational forms, such as the 
social foundations or yayasans of Indonesia or the hometown associations of Africa. These may reflect genuine civic 
spirit, but in the hands of aid-supported elites they can camouflage political patronage networks and tax dodging (25). 
From Liberia to Laos, opportunistic local organizations have sprung up in their thousands. 


“Participation” is supposed to enhance the power of those at the receiving end. In practice, participation can amount to 
little more than swinging a shovel and following somebody else’s plan. Control, not self-determination, is often the 
purpose. This aspect of aid chains is detectable in a UNDP project in The Gambia: 

Although the project plan for GAM/94/001 was supposed to be a ‘grassroots’ project based on ‘identified needs' 
its design focused on implementation and monitoring of a preconceived set of eight outputs and 32 activities in 
20 pre-selected villages. One result was to encourage project managers to focus on producing the specific 
products for which they would be held accountable rather than on the processes and partnerships that would be 
needed to sustain these products once the project funding stopped (26). 


Nonetheless, some organisations and local authorities are genuinely responsive to local priorities, committed and 
downwardly accountable. Politically astute and ethically motivated aid agencies have sometimes enabled them to 
emerge. Human rights movements in Latin America and relief programmes for Eritrea and Central America have 
demonstrated the possibilities. Such approaches stand out because they tend to succeed where others fail. The evidence 
is overwhelming: initiatives designed and driven from the outset by indigenous actors are at lower risk of failure than 
aid-driven initiatives, whose rates of failure are notoriously high (27). 


But where aid intensity and pressures to spend are high, the authenticity of local initiatives will tend to be low. 
Nonprofits are either organized by donor agencies themselves, or spring up as entrepreneurial ventures to meet donor 
specifications. Organisations that were once member-driven have been converted into contracting social enterprises 
driven by competition for the donor dollar. USAID and the World Bank pioneered public service contracting of 
nonprofits in Latin America, but the practice has spread elsewhere. Yet despite these seductive pressures, downward 
accountability and transparency in aid-supported popular organisations still function (28). There are, in short, hopeful 
signs that aid chains do not inevitably put end users in shackles. 


Consequences 


Let us take stock of the previous two-and-a-half chapters. By noting some effects of aid chain dynamics, and emerging 
alternatives, this chapter sets the stage for the coming two chapters on the respective role of politics and ideas. 


This journey down chains of aid has drawn attention to their growing numbers and the types of participants in them. 
Among driving imperatives are: pursuits of economic and political aims that may or may not be coherent; drives to enter 
new territories with fashionable new product lines, in order to compete in markets for charitable giving and official aid 
contracts; incentives for new aid market entrants such as universities, city councils, or oil companies; pressures to move 
big amounts of money in limited periods of time; pressures to control resources down to end points, using purpose-made 
organisations; and the perverse syndrome of the garbage can: solutions-that-beget-problems-requiring-solutions-that 
beget-more-problems. 


Keeping the focus on core participants, it is useful to sketch some of the effects of aid chains, in three overlapping 
clusters: learning effects, economic effects, and political effects. 


Learning Effects 


Case studies point to a scarcity of good learners at upper and middle reaches of aid chains (29). This is not surprising. 
Big hierarchies based on command, control, secrecy and technocratic optimism are notoriously bad environments for 
learning how to learn. Know-it-all attitudes and the notion that “there is no alternative” have made things worse by 
sweeping ideas from the table as forbidden and beyond discussion. 


Learning disabilities have been detected in many aid agencies, including the World Bank. Such defects are contagious. 
Disabilities high on aid chains get passed right down the line. For example, a mediocre and largely unsuccessful model 
of rural extension had been approved far up the line, mainly in Washington DC, yet aid workers struggling with its 
failure at ground level lacked power to tackle the upstream source of the problem (30). At the receiving end, the 
following problematic effects show up again and again: 


e Waves of multiple, and often incoherent purposes cascade over recipients; few come as choices, as on a menu, but 
rather as prescriptions imposed by powerful outsiders who have done all the thinking on the recipient’s behalf; 
initiatives thus lack anchoring in national policy elites, let alone local popular wishes. 


e Satisfying upper-level needs for information sets the direction, pace, and content of learning; short run needs for 
data about money, operations, and immediate outputs combine to discourage learning about long-term purposes and 
knock-on effects; staff turnover drains the “institutional memory”; where those at upper levels face pressures to tell 
stories with happy endings to their funding authorities, then discordant voices and accounts of failure will be 
ignored or punished; there will be no embracing error as a means of learning (31). 


e Lower on aid chains, recipients dependent on aid will tend to prettify or conceal information about its effects, 
supplying only that information that matches outlooks and prejudices of those with powers to cut off flows of 
resources; 


e Standardized solutions promoted down the chain predispose actors to ignore local contexts, close off alternatives 
and to undercut recipient self-confidence and respect for local views and problem-solving capacities (32); 


e Incentives usually reward spending and action rather than inquiry, reflection and debate; aid managers are generally 
unwilling to spend money and time on testing and learning as these are slow, yield results that cannot be 
photographed, and thus written off as non-essential (33). 


The garbage can shields policy-makers from punishment. In 1935, one of the godfathers of market fundamentalism, 
Ludwig von Mises, argued that socialist planning was a bad thing because planners ‘could never improve upon 
capitalism because they would just "play” a market game without being disciplined for their mistakes. The same doubts 
apply to Washington-based bureaucrats "playing" at running national economies with their attention focused on career 
advancement in the institutions back in the United States’ (34). Error and failure are routinely reproduced because 
these Market Leninists enjoy non-accountable power. As a political scientist once quipped, being powerful means you 
can afford not to learn (35). 


The idea that organisations should learn how to learn has inspired many positive effects. But it is also controversial. 
Learning is no good thing if it merely helps the powerful do a better job of coercing others and silencing dissenters. In 
this sense, learning disabilities at the top of aid chains may have blocked improvements, but at the same time afforded 
dissenters useful occasions to sharpen their critiques and counter-proposals. 


Economic Effects 


Aid chains not only channel resources, they absorb them. Costs of management and public relations have to be met all 
the way down. As new agencies enter the market, competition intensifies. Those dependent on charitable giving have 
to advertise to stand out from the rest. Everyone ends up spending more on marketing and less on concrete activities. 
In Britain, the average charity in 1992 spent 80 percent of its funds on programming; in 1997 it spent only 67 percent 
(36). 


Where many parties are linked, there come additional costs of merely transacting business: contracts to be negotiated, 
compliance to be monitored, tenders to be issued and so forth. The less the basis for trust, the greater the need for legal, 


auditing and even security services. Money channeled through strangers bound in impersonal contracts is “cold”, and 
requires safeguards. That pushes up costs. All other things being equal, the greater the trust, the lower the costs along 
an aid chain (37). Aid based on solidarity can be more efficient than aid based on the politics of domination. 


Aid demands the time of senior officials at the receiving end. As others are also bidding for that time, its price tends to 
rise. Aid then becomes a payoff to authorities for their attention and loyalty. As a former senior US aid official points 
out, it ‘is a little like political campaign contributions: it can facilitate the access of those providing it to those receiving 
it’ (38). 


Aid dependency can trap recipients in cycles of low efficiency and low effectiveness. The garbage can of cascading 
policies and the sub-industry of project rehabilitation add to costs. Recipient capacities to manage their own affairs and 
mobilize their own revenues are thus bled by a thousand cuts. Among the most commonly cited are: 


e Drain of the time of national officials, who must deal with demands for access, information, logistical help to 
hundreds of aid-related visitors, and participation in workshops of sometimes dubious value for hosts, though of 
importance for prestige-seeking donors (39); 

Drain of staff from public sectors into aid agencies and their projects; 

Drain of public revenues, as priority goes to debt repayment and the running costs of aid-financed investments; 
Reduced tax effort and reduced revenue self-reliance (40); 

Lost investments, and lost momentum due to stop-go, chop-and-change behavior by donors and lenders; the more 
volatile the aid, the less effective it is (41). 


When such effects are combined with market fundamentalist measures to force down real wages and cut back the social 
wage of public services, capacities to govern will tend to worsen. In many African settings, ‘more aid actually 
weakened the polity. The proliferation of donors with individual projects created a complex nightmare of planning, 
oversight, evaluation and negotiation in weak states. Donor demands overwhelmed government capacity’ (42). As early 
as the 1960s, observers had detected public institutions in Africa buckling under aid pressures. But only in the mid- 
1990s did the World Bank and others begin to re-think absorption capacity as a cluster of problems to which the aid 
system itself contributes. 


Political effects 


Weakened in these ways, public sector management is often neither robust nor responsive to citizens. Where public 
services and protection worsen, reciprocal give and take between citizens and officials will decay. Recent political 
history in Africa and republics of the former Soviet Union show this. As aid chains grow, the following patterns in 
political life tend to emerge: 


e For rulers and insider political classes generally, lines of accountability run upward and outward, chiefly toward 
donors/lenders, but also toward those with private financial and commercial power; downward accountability to 
citizens becomes empty ritual; the externalization of governance is today most apparent in heavily aid-dependent 
countries like Malawi and Nicaragua; 


e For citizens, development choices and initiatives are in the hands of foreigners or local actors who ‘do their thing’ 
but are not accountable to public authority; this creates a “tyranny of structurelessness’ in which a lot seems to be 
going on, but there is no coherence and little forward motion (43); commitment to public services diminish, thus 
further eroding national politics and state legitimacy already made fragile by mal-distribution and mal- 
administration; 


e Where not (or no longer) enjoying access to aid, competitor political movements will face incentives to set up their 
own aid chains, such as from ethnic diasporas in richer countries; they may use violence to corner markets in drugs, 
diamonds and other contraband, making political life even more fragile; 


e The state will lose powers to negotiate and enforce terms for foreign trade and investment, thereby weakening 
safeguards for social, political, cultural and environmental interests. 


e Growing cleavages and competition among groups and agendas in civil society, as backed or opposed by donors 
(for example, social strata and business groups privileged by outwardly-oriented policies versus labour and human 


rights groups); sometimes, as in the case of Kenya, these compete with other groups backed by the ruling politicians 
(44). 


Such outcomes are not inevitable. In recent decades, Sri Lanka reduced donor steering, while Vietnam never allowed 
donors to gain an upper hand in the first place. Finally, aid can have emancipatory political effects. Financial aid to 
activist groups and independent media has sometimes helped bring about major non-violent political change. The case 
of Scandinavian and other European aid for groups pursuing majority rule in southern Africa 1970-94, and US and 
European aid for Serbia from 1999 to 2001, show that aid can be effective if carefully provided to emancipatory social 
movements. 


Some Ways Out 


When tribunes of the aid system announce a “new approach” or a “major advance”, the response is often a big yawn. 
And rightly so; after all, a lot of yesterday’s widely-heralded innovations — getting prices right, integrated development, 
basic needs — today sound like sales talk about dubious second-hand autos. Many today rest on a junk-heap of cast-off 
ideas. 


Yet almost any innovation that promises to counter the worst effects of power inequalities and to nudge the aid system 
toward norms of mutuality and democracy, merit attention. A few approaches now detectable outside the mainstream 
show some promise. 


South-South Aid 


Pioneered by Cuba, Vietnam, China and Taiwan on a country-to-country basis and multilaterally by the UN programme 
of Technical Cooperation among Developing Countries and the UN Volunteers, this approach draws its strength from 
the closeness of fit between Southern technicians and their Southern host environments. Programmes built around the 
Northern Expert have been dogged by problems of socio-economic distance, cultural gaps, high costs and mediocre 
results (45). Such problems do not disappear where people are recruited in lower-income countries, but they tend to be 
less acute. Aid chains tend to be shorter and less expensive. A few technical assistance agencies are recruiting more 
people from the South and East (46). Stimulating South-South ties are regional and global political links promoted, for 
example, through the Group of 77 countries of the South (47). 


Regional Inter-governmental action 


The idea of neighbors jointly tackling neighborhood problems has natural appeal. To manage shared resources in river 
basins, to study crop varieties and health problems, or to combat crime are all purposes attracting recipients and donors 
alike. Where they are responsive to people of a region, inter-state bodies can help shift authority and accountability 
downward. Anchored in this way, they might provide regional public goods that are better-targeted and more 
sustainable than those promoted through aid chains from above and outside (48). 


The merits of regional initiatives will depend, however, on whose interests they serve. Donors have usually welcomed 
regional technical and economic action where it locks peripheral economies more firmly into systems of trade and 
investment serving donor economies. The Southern African Development Community is a case in point. Set up in 1980 
by nine African heads of state to counter apartheid South Africa, it rapidly became a platform by which aid providers 
mounted big transport, communication, and other projects to reinforce external trade. Improving internal African 
markets was a sideline. A main result is the region’s increased outward orientation — including its debt bondage 
worsened by those lender-led projects. 


Activist, Professional, and Municipal Networking 


Organized in networks rather than chains, lateral flows of knowledge and ideas are spreading thanks to falling costs of 
telecommunication and travel. In technical realms from potatoes to pastoralism, much of this is initiated by aid 
agencies. In other realms — mutual learning between South Africa and South Asia about organizing low-income 
neighborhoods, flows of Brazilian NGO know-how to Angola, or the global campaign against privatization of drinking 
water systems — activists have taken the initiative to enrich their practice and motivate one another. These networks are 
helping re-define the alternatives, build recipient self-confidence and consolidate social movements. In the face of this 
competition, the World Bank is scrambling to re-assert its intellectual authority, as discussed in Chapter 7. 


The role of non-professionals has been a fresh addition, though it is largely under-reported in official aid statistics. 
Initiated in Europe in the early 1950s, the practice of twinning or city-linking gained momentum in North Atlantic 
countries in the 1970s (49). Today thousands of local government bodies manage aid for purposes ranging from fire 
fighting to city management. While many are modest and hinge on solidarity, others involve big stakes. For example, 
an alternative to automobile-centered urban transport has emerged since 1992 in Kunming, China whose urban planners 
sought technical cooperation from counterparts from Zurich, Switzerland. That sister-city programme is one of 
thousands now enjoying public subsidies across Europe and Canada. In France, half of all provinces and the majority of 
large and mid-sized municipalities run 6000 such initiatives in 114 countries (50). 


Sector-wide Approaches 


In the 1970s a few donors began experimenting with aid targeted at whole sectors like health, transport and fisheries, or 
to categories like urban development, embracing many sectors within limited zones. Nordic and Dutch bilateral 
agencies saw it as the path to greater strategic effectiveness, improved chances of sustaining benefits, and greater 
control and responsibility at the receiving end. 


In practice, however, IMF and World Bank supervisors override recipient control. A surfeit of “reform”, mainly 
promotion of market fundamentalism, has replaced a surfeit of projects. Outside control has thus increased. Yet a few 
have moved to shift power toward recipients. In the mid-1990s the Nordics and Dutch revived original aims to enable 
national governments to set anti-poverty priorities for certain sectors and negotiate funds accordingly. In principle, 
recipients rather than aid providers are in charge. Health and education are the main sectors tested thus far (51). 


Recipients welcome the sector-wide approach because it allows them more room for maneuver. But the approach faces 
several challenges. To be negotiated and managed well, sectoral programmes require sophisticated policy expertise; 
many governments, particularly those subject to decades of downsizing and brain drain, don’t have this capacity (52). 


Second, to promote anti-poverty action, political leaders have to turn their policy compasses around. Some of them are 
accustomed to call in the police, if not death squads, when challenged by those demanding a better deal for the poor. 
Elites have grown accustomed to being told that greed is good and that benefits of growth may someday trickle down to 
the poor. In many places, top dogs benefiting from market fundamentalist policies — the sell-off of public assets, the rise 
private schools and clinics and good private housing — are not about to welcome policies benefiting bottom dogs. 
Unless of course the bottom dogs can bite. 


A third challenge is convincing donors and lenders to let go. They will have to give up their entanglements with long aid 
chains and hangers-on, their wish to fly their nation’s flag and to promote their professional careers through projects. 
Under recipient-driven aid they will have to content themselves merely with writing checks and ensuring that 
accountability develops within countries, perhaps at the cost of accountability to themselves (53). 


The Like-Minded group of the Nordics and the Dutch, now joined by the UK and Ireland, intends to move further in this 
direction. The World Bank is also enthusiastic, but seems incapable of kicking its habits as a control freak, poor listener 
and poor learner (54). The sector-wide approach may thus collapse, like so many other well-meaning aid initiatives, 
under the weight of centralized control. Yet scaled up and taken to a logical end, the sector wide approach could one 
day transform aid provision into something resembling EU’s Structural Funds: collective sector revenues going 
routinely via public channels to reduce inequalities among regions. 


Local Funds under Public Management 


A small-scale variant of sector-wide, recipient-controlled aid is the local development fund. With it local authorities 
invest in infrastructure and services at county or district levels while at the same time enabling citizens to learn what it’s 
like to plan and control public choices. In the 1990s the UN Capital Development Fund adopted this approach, thus 
moving beyond the crowded and problematic field of micro-finance. In 1997 the Danish agency Ibis began developing 
it in northern Mozambique, an area of low literacy and no history whatsoever in democratic planning. Today these 
agencies and their local collaborators can point to promising results in improved public decision-making and improved 
public goods (55). 


The approaches hold promise because they keep important choices in the public realm and hold public officials 
accountable to citizens rather than to donors. Harmful aid practices that bypass public institutions and politics, 
effectively casting them on a garbage heap to rot, are thereby curbed. These funds are variants of the public action 
approach — a topic to be revisited in the concluding chapter. 


Conclusions 


Much of the foregoing suggests the value of pursuing shorter chains, horizontal links among neighbours and other 
lower-income lands, the breaking up aid industry monopoly practices and above all the closing of gaps between citizens 
at the receiving end and those who take aid decisions on their behalf. 


To do away with the coercive, centralized, capricious, self-interested and undemocratic practices guiding aid up to now, 
a number of seasoned aid specialists have made creative proposals for change (56). A common denominator of them is 
a joint funding pool. That kind of fund could be set up at regional, sub-regional or even national levels and fed by 
funding authorities: rich country parliaments, or, in more utopian versions, a United Nations empowered to tax as well 
as to spend. Governments would draw on such funds according to plans generated by open political processes. Public 
watchdogs using local languages, especially in the electronic media, would follow the money from start to finish. 
Donor agencies’ powers would shrink. The World Bank and its associates would cease to be privileged public 
institutions. A regulated private banking sector would fill the gap. 


Such ideas may sometimes betray unchecked enthusiasm for setting up new institutions without pausing to look at 
potentials, case by case, of existing public bodies. Normal public social security systems, for example, are far more 
cost-effective than special-created social safety nets or the proliferation of charity NGOs. Public systems have been 
adapted and broadened for anti-poverty purposes in India and other very low-income countries (57). Thus the 
potentials of the recipient-driven, sector-wide approach remain to be developed. Much depends on the adequacy of 
public institutions and the quality and transparency of the politics that drive them. The following chapter expands on 
those issues, which the aid industry has recently re-discovered. 
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6. Democratic Deficits 


Lack of accountability in international affairs has cost millions of people their lives, condemned billions to 
extreme poverty and threatens our environment (1). 


It is a commonplace to deplore foreign aid’s links with politics. The high moral ground is supposed to belong only to 
aid, not to cynical strategists and their realpolitik. Aid managers like to depict it as apolitical, a branch of applied 
rationality inspired by humanitarianism. Aid is supposed to be a kind of antiseptic medicine, free of impurities, 
prescribed by benevolent professionals. Politics are unfortunate pollutants spread by meddlesome non-professionals: 
politicians, NGOs, or foreign policy mandarins at upper ends the aid chain, or by manipulative, parasitic authorities at 
lower ends. 


But consider the case of aid to Yugoslavia. In 1989-1990, when officials from Washington DC were assembling a new 
aid package for that country, they may have sincerely believed that the conditions they demanded in exchange for aid 
were merely self-evident economic truths. Whatever their intentions, their prescriptions took no account of the fears 
Yugoslav citizens had about their livelihoods and well-being. Indeed aid officials ignored clear warnings about the 
inflammable state of politics in the Balkans. Claiming apolitical intentions, they insisted on wholesale public sector 
cutbacks, mass sackings of enterprise workforces, reduced pay for the armed forces, and radical decentralization. 
Predictably, these policies helped trigger a violent backlash by ethnic-nationalist forces bent on breaking up the country 


(2). 


So began Yugoslavia’s descent into the abyss of warlord rule, upheaval and mass murder. Did it fall or was it pushed? 
Direct evidence is scarce because details of IMF negotiations are secret. But to the extent that they set the stage for 
politico-military conflict, those at the top of the aid system were seriously — perhaps criminally — negligent. 


Setting the Stage 


The portrayal of development aid as apolitical and non-ideological, like a kind of engineering, is mythology. Doctrines 
propagated by the US Treasury, IFIs and OECD are deeply political, as are the Market Leninist methods used to apply 
them. Yet for decades the camouflage of technical benevolence has served both givers and receivers well. 


Some modernizers may continue in their optimism that better-managed and more autonomous bureaucracies are the key 
to success. Their claim is that aid professionals can come up with the right formulas and achieve their development 
mission — but only if elected officials and lobbies keep their distance and let the experts get on with the job. Better 
management and technical knowledge are of course desirable. But it is doubtful that aid’s chief shortcomings are found 
at this level. In any case, claims for the efficacy of aid’s “technical fix” look exaggerated. As policy activists have long 
insisted, and as some agencies now tacitly accept, it is naive and even self-defeating to keep pretending that politics are 
not at the heart of aid. The real issue is: Politics on whose terms? 


This chapter considers aid against the background of its zig-zag political career. It reviews a shady past: paying off anti- 
democratic rulers, beefing up governments and re-engineering whole societies. It tells several stories of the 1980s and 
1990s: the counter-revolution in aid policy and the drive to overcome recipient resistance by re-engineering governance. 
It concludes by suggesting that the point is not to continue dreaming of a politically chaste, technocratic form of aid, but 
rather to bring politics to the surface and democratize them. 


A few remarks about power 


The interplay of aid and power can be profound, but power is not one thing. The political economist Susan Strange 
distinguished two kinds of power in global affairs: relational power, which tends to be coercive, direct and consciously 
applied, and structural power, which tends to be indirect and even unconscious (3). The first is at an episodic, cause- 
and-effect level, such as in sanctions, trade negotiations, small wars, aid conditionality and other kinds of international 
arm-twisting. 


The second, structural power, works at levels where norms and ideas are made and where domination does its quiet 
work. Gender studies have contributed to an understanding of it. Outcomes may be unmistakable, but perceiving how 
they came about is not easy. Spheres of influence illustrate this kind of power. Canadians are constantly aware of the 
shadow cast by their hegemonic neighbor to the south. Simmering popular anger in the Islamic world toward US power 
may, as of September 2001, have begun to register in Western consciousness. Powers of those disembodied things, The 


Markets, to punish governments is another example common in business page editorials. Nevertheless, structural power 
is rarely the stuff of headlines. 


Most writing about aid draws attention to the episodic cause-and-effect levels of power. Here aid serves simply to 
reward or punish recipients, controlling their behaviour in the short term. Depending on the giver, aid can indeed buy 
political support. UN votes, for example, can be bought where United States does the buying (4). Japan makes no secret 
of its use of aid to deflect political problems, such as criticism of its whaling policies. In 2001, aid was the Serbian 
government’s reward for delivering ex-president Milosovic to the UN War Crimes Tribunal. Yet the long lists of those 
not complying with loan conditionalities, or of the collapsed states that were once major aid clients, suggest that aid’s 
powers to change behavior may be over-rated. However, failure to achieve advertised effects does not mean that aid’s 
political effects are nil. 


Rogues’ Gallery 


In the public imagination, foreign aid has tended to keep bad company. In its past is a rogue’s gallery of political clients 
ranging from slightly buffoonish figures like the “Emperor” Bokassa of the Central African Republic to the sinister 
Marcos and Duvalier dynasties in the Philippines and Haiti. In the patron-client politics binding rich and poor country 
elites, the top of the aid system regarded such figures in much the same way that a US President once regarded a Latin 
American caudillo: “He may be a son of a bitch, but he’s our son of a bitch’. 


Perhaps because of this dubious past, mainstream writings on aid often gloss over its interplay with politics. Optimists 
today see aid helping to sweep the villains out and to usher in Good Governance. Political institutions are now 
considered ripe for reform. Terms like “empowerment” and even “rights” have begun to compete with “growth” as 
leading aid system by-words. 


Today we are asked to believe that those bad old clientalist practices are things of the past. If only that were true. A 
recent cross-country study addressing the question, Do corrupt governments receive less foreign aid?, concluded that: 


there is no evidence that less corrupt governments receive more foreign aid. On the contrary, according to some 
measures of corruption, more corrupt governments receive more aid. Also, we could not find any evidence that 
an increase in foreign aid reduces corruption. In summary, the answer to the question posed in the title is 'no' 


(5). 


After Alberto Fujimori came to power in Peru in 1990, Washington’s aid (and Japan’s) shot up and continued backing 
that increasingly authoritarian and corrupted regime to the bitter end, ten years later. In the case of Russia, the attitude 
at the top of the aid system in Washington was, “We wanted Yeltsin re-elected. We DON'T CARE if it's a corrupt 
election”’ (6). Telling these kinds of truths cost Joseph Stiglitz his job in 1999 as Chief Economist at the World Bank. 
His dismissal at the behest of the US Treasury suggests how the top of the aid system itself is governed. 


Today’s expressions of moral indignation about oligarchs and dictators suggest selective memory, or haste to forget the 
past. That is understandable, for the top of the aid system has frequently colluded in bad governance. That is not only 
because it helped keep the Marcos and Mobutu regimes in power, but also because it helped re-configure and whole 
societies. 


Social Engineering 


Shaping social strata and geographies has been among aid’s important if usually unspoken purposes. A former senior 
aid official summarized the overall logic of Western policy as follows: ‘economic growth would create a middle class 
with property interests which, however small, would make its beneficiaries hostile to political instability in general and 
Communism in particular’ (7). 


Yet in a couple of early instances, Western powers were unwilling to wait for markets to work their magic on class 
structures. They intervened politically to put redistribution before growth. Marginalization of big landowners and 
creation of small farmer systems helped put Korea and Taiwan (see box) on successful capitalist growth paths. Foreign 
aid played important parts at decisive moments. 


Redistribution Before Growth: Taiwan and Korea 


Those running foreign aid for East Asia in the 1950s did things that today’s aid doctrine outlaws. They used 
massive and coercive state power to take from the haves and give to the have-nots. The US feared that 
without guided redistribution from the top down, change would come from the bottom up. ‘U.S. assistance 
produced changes in rural Taiwan that, in magnitude and complexity, approached a social revolution’ (8). 
Once broken up and in new hands, land and other assets became the means by which millions could earn a 
living, start saving, pay taxes and begin to consume more. As a case of applied political economy it worked 
well. 


Korea and Taiwan used state power to protect infant industries, control foreign investment, and import know- 
how. The US opened its huge consumer market to Asian exports without insisting that the Asian doors swing 
open to US products. Protected local capitalists gladly plowed profits back into the home market. Having 
flattened out pyramids of income, political leaders further boosted everyone’s life chances, and the quality of 
workforces, by investing in health and education. That required strong public sectors and government 
planning. As a result, national economies began to take off. 


These and other East Asian “miracles” had huge shadow sides. Until the 1990s the political classes in Korea 
and Taiwan ruled with iron fists. They were ugly, but those governments did deliver broadly rising living 
standards during a phase of intense accumulation. That is in contrast to today’s aid-led doctrine, which 
merely promises to deliver improvements at some vague future time. The economic historian Irma Adelman 
concludes bluntly: ‘had the neo-liberal “Washington Consensus” been enforced on the East Asian miracle 
countries during the 1950s, 1960s and early 1970s, there would not have been an East Asian miracle’ (9). 


The historical moment was special. Early Cold War drives for security required stable, broadly-shared growth in Japan 
and other Asian satellites. The egalitarian model of social engineering in mainland China posed a competing 
alternative. Economic thinking in the West was not yet in the grip of market fundamentalism. The US in particular 
applied its aid as one element of a broad, coherent political strategy to strengthen Asian economies. Its motto was 
roughly: To keep things the same, things have to change. It cleared a path for Asian capitalism crucially by helping 
redistribute assets, especially land, then helping shelter internal markets in which purchasing power was broadly-based 
across a narrow band of income levels. 


Yet the redistribution-before-growth strategy was not to be repeated, although there were plenty of other opportunities. 
In Latin America between 1930 and 1955, agrarian reform had built up political momentum. The US might have helped 
this movement, and thus end a highly unequal, and un-dynamic, pattern of land holding, as in Taiwan and Korea. The 
Cuban revolution forced agrarian reform onto the agenda in the 1960s. Aid-supported studies and policy utterances 
began drawing attention to the importance of agrarian systems led by small producers. This meant taking tough 
political positions. 


The US responded in two ways. It used aid to domesticate politics. In the northeast of Brazil, where poor peasants and 
farm laborers were joining a movement for social justice, the US mounted a massive aid programme to kill it. The 
episode was later termed ‘the revolution that never was’ (10). The other, less overtly political approach was to promote 
technical fixes such as green revolution agriculture and the private market in land. This fitted well with polarized 
agrarian systems whose centerpieces were big farms and ranches. Aid technocrats and local allies argued that wholesale 
land reform would depress output. Here, as in so many other cases, the short term pushed aside the long term. 


Talk about poverty and redistribution-with-growth was reaching a crescendo in the mid-1970s, but it ended in a 
whisper. The World Bank insisted on respect for ‘the existing social system’ and for the need of ‘avoiding opposition 
from powerful and influential sections of the rural community’ (11). In the twenty years that followed, serious talk of 
asset redistribution was not heard in aid corridors of power. The benefits of growth would eventually trickle down. 
Patience was the by-word. 


Farm surpluses exported as foreign aid led to social engineering spontaneously via markets for food and labour. Food 
aid meant lower costs for wage earners, but deeper and wider rural poverty and rising displacement of poor people to 
the urban periphery (12). Of course food aid sometimes helped people in distress. But by depressing prices and 
introducing new diets and tastes (such as for bread) it helped speed up the destruction of small-scale farming and raise 


the import bill. Aid did nothing to stop, and in some cases actively helped promote the polarized, hyper-urbanized and 
unjust societies that market forces also promoted, but without the pretence of helping anyone. 


Aid has been part of coarser forms of social engineering. Hearts-and-minds campaigns in wars from Vietnam to 
Guatemala exemplify coercion. Ethiopia’s Dergue government in 1985 enjoyed a rapidly-rising tide of aid from the US 
and others. While pursuing a brutal war against sub-groups in the population, the regime forced over four million people 
to quit their homes and to resettle far away villages of exactly one thousand persons each. A 1973 World Bank memo 
on resettlement probably inspired the scheme. Foreign aid did not support it directly, however, thanks to an 
international outcry. But aid then pouring into Ethiopia proved “fungible’’, that is, it released government resources for 
the purpose (13). Aid agencies were not leading actors in these tragedies, but they did play supporting roles. 


More benign, but still coercive was the case of Tanzania, where in 1973-1976 five million people were bullied into 
model communal settlements, backed by aid resources. Here too the government, not the aid agencies, took the 
initiative. But as the political anthropologist James C. Scott notes in a powerful study of modernization and social 
engineering: 


Setting people into supervised villages was emphatically not uniquely the brainchild of the nationalist elites of 
independent Tanzania. Villagization had a long colonial history in Tanzania and elsewhere, as program after 
program was devised to concentrate the population. The same techno-economic vision was shared, until very 
late in the game, by the World Bank, United States Agency for International Development (USAID), and other 
development agencies contributing to Tanzanian development. However enthusiastic they were in spearheading 
their campaign, the political leaders of Tanzania were more consumers of a high-modernist faith that had 
originated elsewhere much earlier than they were producers (14). 


Aid in these African cases did not trigger coercion like a switch turning on an electric current. Rather it helped spread, 
validate and promote ideas. It set agendas. Its power was permissive. Aid’s plentiful presence made such massive social 
engineering seem affordable. The creation of “state peasantries” is a further example of social engineering in Africa, 
where rural schemes stressed micro-management of people’s lives: 


An even more thorough form of social and political organization imposed from above has been the numerous 
but widely scattered integrated rural development schemes favoured by the World Bank and other international 
lenders in the 1970s. In a cotton scheme in Burkina Faso, settlement pattern, house design, and pattern of work 
were all designated by the scheme.... In Zambia similar controls were exercised, although some representation 
from scheme members was built into the scheme.... The limit is probably reached with the sugar schemes in 
Kenya, where the members sign contracts with the scheme management, setting out in great detail the work of 
the members (15). 


Many of these schemes rest on a triple alliance of the state, local labour, and private capital co-financed by official aid 
agencies. Western firms, not necessarily the giants, have been preferred business partners for aid. Local residents are 
not partners or even clients, but mere means of production. The effect is to deny people control over their lives. A 
detailed study of one such triple alliance notes the frustrated local ‘attempts to establish some form of control, in a 
situation where the ..villagers as a whole had experienced a sharp decline in their control over their own society’ (16). 


Aid and (Dis-) Empowerment 


Power also operates by removing issues from the realm of politics. Some cases from Africa suggest why many continue 
to welcome the aid and development enterprise even when its projects fail. 


In a detailed study of a failed multi-million dollar programme in Lesotho, the anthropologist James Ferguson argues that 
the aid system has two-edged effect. First, it “is a machine to reinforce bureaucratic state power, which incidentally 
takes “poverty” as its point of entry’. Second, in the guise of ‘a neutral, technical mission to which on one can object’ it 
de-politicizes both poverty and the state. Like the “anti-gravity machine” of science fiction, the aid and development 
apparatus is able to ‘suspend politics from even the most sensitive political operation’ and thus to function as an “anti- 
politics machine” (17). This begins with definitions of reality. Aid planners could represent Lesotho as ‘a nation of 
farmers, not wage laborers; a country with a geography, but no history; with people, but no classes; values, but no 
structures; administrators but no rulers; bureaucracy, but no politics. Political and structural causes of poverty in 
Lesotho are systematically erased and replaced with technical ones’ (18). 


In the Lesotho case, aid’s advertised purpose of poverty reduction came to little. Does it matter? Ferguson argues that 
failure does not matter much to national and local authorities because, whatever its impact on poverty, aid reinforces 
their reach and patronage powers. For this reason ‘it does become less mysterious why “failed” development projects 
should end up being replicated again and again’ (19). 


Something similar, but more tragic, emerges from a meticulous study of aid in Rwanda up to the genocide in 1994. 
Using the concept of structural violence, the political scientist Peter Uvin reaches similar conclusions: 


Unfortunately, the development aid system is not simply ineffective, unsustainable, limited and uncertain in its 
impact — unsatisfactory as that may be. It also contributes to processes of structural violence in many ways. It 
does so directly, through its own behavior, whether unintended (as in the case of growing income inequality and 
land concentration) or intended (as in the condescending attitude toward poor people). It does so indirectly, but 
strengthening systems of exclusion and elite building through massive financial transfers, accompanied by self- 
imposed political and social blindness (20). 


In post-communist Eastern Europe and the ex-Soviet Union, political “big men” have shrewdly used aid to tighten their 
grip through systems of patronage and coercion (21). The evidence and arguments just reviewed are compelling. But 
they skirt some important areas where the aid regime has worked deliberately, if not always observed, to re-engineer 
public sectors and governance. 


Public Sectors 


At one time long ago, strengthening the state was one of aid’s main purposes. In the 1950s and 1960s, before they 
began applying budgetary fire and sword to public sectors, donors actively favoured state intervention. They helped 
public sectors to grow and supply goods and services. Foreign economists helped draw up comprehensive national five- 
year plans, and, at more practical if gender-blind levels, manpower plans. The Ford Foundation promoted the cause of 
public sector management, investing in institutes of public administration, forerunners of today’s capacity-building 
programs (22). Bilateral donors backed higher education, funding expansion of universities in the South and bursary 
programmes in Northern institutions for the best and brightest students from the South. The aim was to build effective, 
modernizing states. 


State ownership, according to earlier aid doctrine, could be a good thing. In 1969 the government of Zambia 
nationalized the copper mines -- as advised by seasoned British development economists. Rudimentary urban welfare 
schemes, inspired by Fabian socialism in the case of Britain, also appeared. Prevailing development thinking left little 
room doubt: the state, helped by aid agencies and private banks, should expand the scope of its activities in the 
economy and beyond. 


Meanwhile, across the post-colonial world, thousands of trade unionists, journalists, religious activists, students, 
intellectuals and others were calling for good governance and opposing abuse of state power and public revenues by 
donor darlings such as Hasting Banda in Malawi and Zia ul-Haq in Pakistan. Toward the critics and reformists, 
however, a typical gesture among aid providers was a shrug of the shoulders. For aid managers, criticism of sitting 
regimes was just leftwing rabble-rousing. 


Counter-revolution: Send in the Tanks 


Recipient countries were thus poorly prepared for the about-face in aid doctrine in the 1980s. Reaching full flower in 
the Thatcher and Reagan administrations, the counter-revolution in economic thinking had been brewing since the 
1930s, when rightwing intellectuals and businessmen in the US and Britain began ‘thinking the unthinkable’ against 
prevailing Keynesian paradigms of the regulating, active state (23). 


“Shrink the state” became a donor battle cry, with the World Bank, IMF and USAID leading the assault. Aid to the 
public sector was cut back on the disputable grounds that it might crowd out private sector investments (24). In 
conditions attached to hundreds of structural adjustment loans, aid providers required governments to sell off 
enterprises, slash payrolls, and cut public sector spending. The axe sometimes fell where it hurt only a privileged few, 
such as national airlines. It may of course be no bad thing to end public subsidies to automobile assembly plants and 
luxury hotels whose chief purposes are prestige or mere convenience to elites. But many cuts came down in ways that 
hurt millions, such as in food subsidies, social security systems, schooling, medical supplies, and public power and 
transport. Aid system leadership assumed, correctly in most cases, that consumers of public services, and the suddenly 
impoverished employees that provided them, could not mount effective resistance. 


To avoid unpleasant surprises on that front, donors and lenders promoted two kinds of political measures. One, well- 
advertised, was the creation of social funds, especially for wage-earners hit hardest by austerity. These were, in the 
words of a development bank official, the ““ambulances” sent in after the “tanks” (structural adjustment programmes) 
had done their work (25). In the end these social safety nets have had little impact on poverty, though they may have 
helped defuse discontent in urban areas (26). A second measure came with much less fanfare. IFI loans were given on 
the implicit condition that protection of waged labour would be weakened (27). This meant crippling trade unions — in 
some places the most effective actors in civil society. 


By the mid-1990s across much of Africa, the ex-Soviet Union and other countries, these aid-driven measures, and 
general economic decline, had helped push public sector management toward collapse. Corruption spread, reaching 
down into citizens’ daily lives, where medical orderlies manage queues of patients or where teachers grade students’ 
exams. In many places non-state actors, from criminal mafias to big companies, began pushing aside the enfeebled state 
and its weakened police, judiciary and tax authorities. Whatever give-and-take there may have been between citizens 
and states began to crumble. As intended, the state had been well and truly shrunk. 


On second thought... 


But then aid system leaders changed their minds again. In mid-1990s, after nearly two decades in earnest pursuit of 
downsizing, Washington began to cool its hostility to the state. It claimed that its real mission all along had been to 
build more effective and efficient public sectors. This shift was an act of self-preservation. For no aid agency can 
survive unless it can move its money safely and in bulk. That cannot happen in the absence of a functioning state at the 
receiving end. Without public systems, legitimate private businesses run for the exit, viable projects evaporate, civil 
society organizations shrivel up, and loans become un-collectable. In its enthusiasm to shrink the public sector, the top 
of the aid system had turned into a dead-end street. Chastened, aid leaders started talking about “right-sizing” 
government. In 1997 the World Bank issued a book-length statement of its revived faith in the state. 


Market fundamentalism was meant to rescue the economy from the dead hand the state and put it in safe hands of 
bankers, technocrats and the thrusting new class of entrepreneurs. But in the ex-Soviet Union, Ghana, Mozambique and 
Uganda, the enrichment of foreign asset-strippers and domestic political cronies disguised as entrepreneurs has been a 
main outcome of privatisation (28). 


As of the late 1990s, even doctrinaire insiders were adjusting their views of aid’s power politics. Elliot Berg, one of the 
early architects of austerity, looking back on more than fifteen years of failure, offers compelling testimony: 


To a degree unparalleled in history, outsiders have introduced, even imposed, reforms intended to change the 
way that sovereign governments organize themselves and spend their money. Donor agencies crafted the 
reforms, financed them, and played a big role in their implementation (29). 


He deplores the “hubris to which World Bank staff is prone’ and their ‘natural tendency to resort to off-the-shelf 
solutions’ shown in the pursuit of an elusive sacred knowledge called ‘best practice’ (30). Yet the fault, according to 
Berg, was not with the basic ideas of “reform”, but with the lack of donor cunning in packaging them. The name of the 
game is how recipients can be made to “own” the policies donors want. 


Conditionality and the pretense of “ownership” 


Although aid agreements have always included conditions, only in the 1970s did conditionality crystallize into formal 
demands for Structural Adjustment. Presented as expert and neutral advice from bodies with global, multilateral 
standing, World Bank and IMF conditionalities were in fact highly political and coercive. 


Resistance to aid conditionality, and efforts to break that resistance, have been sources of drama in country after 
country. Whether tragedy or farce is not always clear, as most episodes take place behind closed doors; actors on both 
sides tend to keep quiet about who capitulated to whom. As coercive processes carried out in the name of expanding 
freedom, they are symptomatic of aid’s incoherence. 


Yet while the donors’ agendas were political, their approach betrayed a certain innocence of political strategy. For their 
borrowers rapidly learned to play the game, out-maneuvering aid managers for years on end — without, of course, 
calling attention to that embarrassing fact. The Economist sketched the following picture in 1995: 


Over the past few years Kenya has performed a curious mating ritual with its aid donors. The steps are: one, 
Kenya wins its yearly pledges of foreign aid. Two, the government begins to misbehave, back-tracking on 
reform and behaving in an authoritarian manner. Three, a new meeting of donor countries looms with 
exasperated foreign governments preparing their sharp rebukes. Four, Kenya pulls a placatory rabbit out of the 
hat. Five, the donors are mollified and the aid is pledged. The whole dance starts again (31). 


By shutting expatriate aid minders out of the loop of information, gaining special exemptions and simply postponing 
things, recipient governments could sidestep many of the conditions they didn’t like. Lenders refused to impose 
sanctions (32). To paraphrase the wisecrack about working and getting paid under state socialism: borrowers pretended 
to comply with aid conditionalities while lenders pretended to enforce them. 


Recipients know that aid providers are unlikely to take their marbles and go home. At the end of the day, the aid system 
has to move its money. If lenders/donors cannot roll over old debts with new loans, their very existence would be in 
question. In the aid regime, threats to cut off funding are about as powerful as threats in geopolitics to use a nuclear 
bomb — possible, but so unlikely as to lack any credibility (33). 


By the late 1980s, donors were frustrated. Recipient resistance was working, conditionality was not. A World Bank 
official is said to have burst out, “You know, we just can’t get the government to take ownership of our policies!’ There 
came a crescendo of talk about “partnership”. Yet power-sharing was not the intention; aid providers wanted 
compliance. An aid official in Africa is reported to have said, ‘*’we want them to take ownership but of course they must 
do what we want. If not they should get their money elsewhere” (34). 


In response, aid system leaders resolved to advance on two fronts: They moved further to perfect ways of motivating 
and supervising “first generation” conditionality, chiefly around the four D’s: devalue, decontrol, deflate and 
denationalize (35). 


They also launched “second generation” conditionality, in the complex realm of politics and governance. This thrust has 
had two main components. The newer and well-advertised component seeks to build ownership or broad social 
consensus around economic policies. A basic aim is to get governments to clean up their acts and show more 
competence in order to boost popular consent to policies agreed. The second, less well-advertised component involves 
re-modeling the state to insulate power from popular demands, and to lock in policies desired by donors. 


Re-engineering Government 


Frustration with non-compliance led officials of the World Bank, USAID and some major US foundations to 
commission studies about recipient resistance and how to overcome it. The diagnosis (36) held that politics at the 
receiving end were vulnerable to anti-reform interests, mainly “populist” politicians and organized labour. Moreover, 
friendly technocrats were not yet in key positions in sufficient numbers, nor did they have sufficient political backing. 
The proposal boiled down to political re-engineering, mainly to: 


e Shift the locus of power over major economic issues away from parliaments and public politics; statutory changes 
and binding international agreements would put those powers irrevocably in the hands of finance ministries, central 
banks and currency boards and insulate those authorities from further local interference; 


e Build up the skills and authority of policy technocrats; boost their allegiance to market fundamentalism through 
training, internships, conference-going, a continual flow of reading material, and other means of inserting them into 
international policy networks; 


e Restructure relationships between government and the private sector in order to amplify the voices of outward- 
oriented business interests; those interests should monitor state decisions in order to set off “fire alarms” if the 
technocrats begin to backslide or defect from the outward-looking market fundamentalist policies. 


In some cases these were less proposals than endorsements of measures already underway. Furthest advanced was the 
recruitment of policy-makers into transnational policy alliances pivoting on Washington DC. By the 1970s, technocrats 
trained in fundamentalist economic doctrine had assumed key positions in their home governments; the Chicago Boys in 
Chile were the most notorious, though US-trained economists dominated almost every finance ministry in Latin 
America. The World Bank-led donor consortium for Indonesia never had to apply coercive conditionality because US- 
trained technocrats, the Berkeley Mafia, were already in key positions and never entertained other ideas; “On the 
contrary, their ideas were virtually identical’ (37). In Russia in the 1990s, collusion between US consultants and Russian 


technocrats was so close that they could substitute for one another in certain circumstances (38). The ways of weaving 
together aid systems and national political systems are many. 


Elsewhere it has not been easy to recruit skilled allies into policy networks. ‘In low-income countries,’ wrote one 
researcher of the resistance-to-adjustment issue, ‘the creation of a technocratic core, short of reliance on expatriates, has 
become a major obstacle to the creation of a firm transnational alliance’ (39). Based on such diagnoses, the IFIs have 
put more emphasis on training and dissemination of doctrine. 


In 1990 the World Bank and UNDP created the African Capacity Building Initiative, which by 2001 was supporting 
major training efforts for central bank and finance ministry staff throughout the continent, economics training at 33 
African universities, as well as research dissemination and joint projects with the private sector and civil society (40). 
For its part, the IMF since 1964 has trained more than ten thousand officials in its policies and practices. Every year it 
sends around six hundred technical assistance missions to borrower countries (41). Operating from a monopolistic 
position, they quietly insert fundamentalist orthodoxies into national policies in the name of competition, openness and 
freedom. 


However, the political bases of finance ministries and central banks are much too narrow. Hence getting civil society 
groups on board the market fundamentalist bandwagon has became an important strategy. Amidst the hullabaloo about 
public-spirited civil society, its pro-business segments are often overlooked. The US has strongly backed chambers of 
commerce and other associations of business and professional people sympathetic to the orthodoxies (42). In Egypt, for 
example, it has supported efforts to marshal such groups behind structural adjustment (43). 


Curbing the powers of parliaments over economic policy has been a delicate but largely successful gambit. 
Parliamentary democracy may never have been strong; client strongmen from Mobutu to Fujimori to Yeltsin have seen 
to that. Aid chains have tended to hollow out sovereign powers still further. The IMF and World Bank have 
occasionally conditioned their loans on parliamentary enactment of specific laws. They might as well use recipients’ 
constitutions to wipe their boots. 


A lot of aid flows in off-budget, beyond central government authority and public debate. In Mali, at least a third of all 
aid (and probably much more) is not recorded in national accounts (44). In Tanzania 70 percent of projected aid flows 
did not appear in the 1996/97 budget. In Ukraine, extra-budgetary aid flows were equivalent to 12 percent of GDP in 
1992 (45). Of the tens of thousands of activities and billions of dollars provided by private aid agencies, only a fraction 
is subject to recipient parliamentary approval and oversight. 


By keeping big economic policy issues off parliamentary and public agendas, the aid system has helped create what one 
African political observer has termed ‘choiceless democracies’ (46). The top of the aid system proclaims the virtues of 
political competition but holds that there are no alternatives to its doctrine. It emphasizes social consensus and broad 
“ownership” of policies, but requires supervision by powerful outsiders in Washington DC, who have the last word. 


Coercion, social engineering, reduced public services and leadership indifference to citizen wishes have provoked 
cynicism and alienation. From ex-Yugoslavia to Ecuador to West Africa, these factors have triggered violence. State 
legitimacy has been weakened if not shattered altogether. The external orientation that the aid system has demanded of 
these countries’ economies reinforces external steering of their politics. In many aid-affected countries, rulers account 
chiefly to donors, not to citizens. 


These trends set limits to the donors’ new endeavor, good governance. 
Governance as an Export Product 


Good governance is a term typical of aid’s plastic words: popular catch-phrases serving a coalition of interests because 
they admit many definitions while at the same time sounding clear, positive, and morally beyond reproach. Aid 
officials have used the concept to promote a wide range of activities in the fields of human rights, anti-poverty policy, 
deregulation and de-bureaucratization, decentralization, multi-party democracy and civil society. Anti-corruption is 
probably the most common denominator. After the Cold War, bad behaviour by Western clients (‘our sons of bitches’) 
did not have to be tolerated any longer since those regimes had done their job -- that is, they had kept out left-wing 
elements. 


Good governance helps Western publics and elites feel good about themselves and their triumphant system. But the top 
of the aid system viewed pro-democracy elements abroad with some ambivalence, as they were not necessarily loyal 


allies in the forward march of the market. Therefore some steering was required. Thus second generation 
conditionalities around good governance can often look like mere management gimmicks to achieve the first generation 
economic aims. 


As with other kinds of foreign policy sanctions, the use of double standards has further hurt donor credibility. Donors 
have used aid carrots and sticks mainly in sub-Saharan Africa, where few major interests are at stake. Human rights 
abuses and denial of democracy in Egypt, Turkey, Colombia, and most of East Asia, on the contrary, rarely figure in 
official aid talk about those countries. In general terms, as one researcher concludes, ‘human rights and democracy 
principles appear to be always at the bottom of the pile’ (47). 


At the end of the 1990s, development banks began to condition their soft loans on recipients’ meeting specific criteria of 
governance. These conditions have teeth. If a country shows no progress, its funding via soft-loan windows will be cut. 
Of twenty criteria applied by the World Bank and the African Development Bank in annual Country Policy and 
Institutional Assessments (CPIAs) to determine eligibility for aid, six criteria concern governance. These cover matters 
such as anti-corruption, property rights, tax collection and public consent for policies. Although reflecting to some 
degree new donor interest anti-poverty efforts, these criteria are mainly about promoting the conditions for investor 
confidence. 


The CPIA is one more detailed and intrusive instrument for steering the affairs of aid-dependent governments. 
Accompanying it in most cases is a far more detailed list of measures recipient governments must adopt; in the period 
2000-2003, for example, the government of Benin had to meet 159 specific aid conditions. 


Whatever the merits of these criteria — and principles of transparency, clean government, and adequate public sector 
working conditions have obvious merit — the fact remains that they are imposed by powerful bodies from outside, not by 
publics from within. The stage continues to be set for outcomes like those of first generation conditionality: 
pantomimes of compliance masking cynicism and resistance. Supported by revenues neither derived from taxpayers nor 
used with their active knowledge and approval, national political leaders lack anchoring in political processes 
responsive to citizens. 


If the US, France, Italy and Japan were models of impeccably clean and fair politics, such donor conditionality might be 
easier to swallow. But people in the South and East may be forgiven if they ignore pious lectures from governments 
whose policies are heavily influenced, if not bought outright, by large vested interests (48). 


Beyond the cynicism, doubts arise about the deeper logic and practical viability of rapid democratization through 
conditions imposed from outside and above. For the Makerere University academic and legal scholar John-Jean Barya, 
‘the very idea that people can be forced to be democratic and/or free is quite startling. Freedom and liberation from 
autocratic rule, as well as democracy and accountability cannot be decreed. They must have a social basis in which they 
arise, are nurtured and sustained’ (49). 


Donors may agree that reforms cannot be imposed and must be anchored socially. But they remain steadfast in their 
faith that aid can help engineer them. Recent initiatives in “democracy building”, another strategy for good governance, 
suggests that those engineering hopes continue to triumph over experience. 


Delivering Democracy 


Efforts to shore up the popular legitimacy of client regimes began to appear in the 1960s. ‘Demonstration elections’ and 
‘low intensity democracy’ (50) were preferred instruments in Latin America, Vietnam and other lands where anti- 
communist military juntas needed political legitimacy. In the 1990s such programmes grew explosively. New think 
tanks, quangos and private agencies emerged, while older ones expanded their programmes. From an early date the US 
was directly active on the ground, whereas European donors chose to spread funds among Southern and Eastern human 
rights and democracy bodies. Groups and movements for democracy in Eastern Europe, Korea, South Africa and 
elsewhere had sustained themselves for decades, often under dangerous circumstances, with little or no help from the 
aid system. In the 1990s, they were joined by hundreds of new NGOs emerging to catch the democratization wave. 


Official democracy assistance by the US illustrates the problems of this kind of aid intervention. European donors take 
a softer, subtler approach, but display some of the same features. American promoters of Good Governance see their 
political system as unsurpassed, and willingly prescribe it for others. The main thrust of this evangelical mission has 
been to build US-style institutions — electoral competition between two major centrist parties, a three-part governmental 


structure (legislature, executive and judiciary), active private media and lobbying NGOs as watchdogs on the 
politicians. 


The approach ‘stays clear, however, of the more result-oriented, socio-economic models which maintain that democracy 
must entail a certain level of social justice and economic dignity for all citizens’ (51). The approach doesn’t require 
attention to problems of power underlying political life or existing institutions; such things can be tackled by force of 
political will by elites and the obvious superiority of the Western model. Programmes to export the US model of 
government have an “artificial technical quality’ in which 


Political change is treated as a desiccated, pseudo-scientific process dominated by manuals, courses, ‘log 
frames’ specifying intended outputs, and outside consultants. The stubborn reality that politics involves 
competing interests, struggles over power, conflicting ideologies and clashing values is ignored until it asserts 
itself, unwanted, at some later stage. Democracy assistance projects often founder on the shoals of this reality 
(52). 


In short, pre-packaged democracy export can resemble the theatre of the absurd, ripe for parody. But because it is so 
well-funded and strongly-backed, it threatens to crowd out meaningful ways of stimulating political thinking and action. 


Two important terrains thus present themselves for deeper comparative study, reflection, and action by policy activists, 
academics and those concerned within the aid system itself: 


One, the terrain of democratic politics, where struggles over purposes and meanings take place. The building up of 
formal institutions has captured the imagination and resources of most of the aid system, largely to the exclusion of real 
political expression and processes (53). 


Two, the terrain of the aid system itself, where claims to promote good governance may be challenged. Responsive 
ideas and forms of aid are more likely to emerge where the top of the aid system loses its monopoly powers, faces 
competing institutions and ideas, and becomes subject to normal rules of democratic accountability. 


In conclusion, the problem is not how to help the aid technicians realize their dream of keeping politics at a respectful 
distance. Rather, it is how to bring political workings of aid to the surface and to democratize them. 
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8. Outcomes 


The stories of the hunt will be tales of glory until the day when the animals have their own historians. 
- popular saying, Zimbabwe 


Happy endings are the trademarks of good foreign aid stories. Plots are preferably simple: People are in distress; 
beneficent problem-solvers intervene; the distress is relieved; life gets a little better. Such narratives are told and re-told 
because, as an anthropologist once remarked about myths and legends, they are ‘good to think’. Aid narratives gratify 
needs to feel good. Those needs are powerful and widespread. They boost political backing for official aid. And their 
commercial payoff is apparent in the spectacular boom for charities specialized in telling stories about people faraway 
for whom aid is salvation. 


Simple, upbeat narratives have long been criticized, however, even from within the aid industry. By over-simplifying 
matters, they make aid look too good to be true, fueling doubts about the aid industry’s honesty. Environmental 
activists — among them some of the World Bank’s most effective opponents — enjoy far higher credibility; indeed they 
are regarded as more trustworthy than almost any one else in Western public life. Today the industry faces rising 
pressures to tell it like it is — or risk further exposure by research and journalism not under its control. In the late 1990s, 
industry leaders began to acknowledge not only aid’s lack of success, but also its propensity to do harm. 


An example of candor and self-criticism is a report, issued in 2000 by one of the citadels of aid, the OECD (1). It 
presents results of a major inquiry about aid in Mali, a country heavily dependent on aid for decades, and subjected to 
aid-driven structural adjustment programmes since 1981. Among its main findings: 


e Aid ‘weakens national institutions’ because it by-passes public sectors via parallel structures managed by or 
answerable to donors; aid is exempted from taxes and duties; it hires away the best local staff; it fails to take into 
account Malian contributions to development initiatives; for these and related reasons, most of its benefits are 
unlikely to be sustained; 

e ‘[T]here is a discrepancy between the amount of aid provided (more than $50 per head per year for the last two 
decades) and the rise in living standards’ -- which in general have hardly risen at all; 

e The amounts of money provided ‘on behalf of Mali’ are significantly greater than the ‘sums actually injected into 
the economy’; 

e ‘The adjustment programmes had severe social effects for some population categories. Findings from household 
surveys also point to an increase in poverty over this period’; 

e ‘[I]n most cases the structural adjustment programmes were not “owned” to any great degree by the Malian 
authorities and the managers assigned to carrying them out’; 

e Donors were quite satisfied with the success and relevance of their projects, while Malians think otherwise: ‘local 
people had the impression that aid took no account of their priorities’; 

e Serious reform of aid is essential. That will require ‘a sort of "revolt" against certain aspects of the way in which the 
aid system works. To put it another way, one of the keys to success may lie in how indignant, or how indifferent, 
the leading actors are about widely acknowledged cases of wasted resources and inefficiency’. 


Proposals for revolt are hardly commonplace in publications of the OECD, but otherwise this report contains no 
surprises. Gaps between the optimistic narratives of foreign aid and its complex, ambiguous and often disappointing 
realities have long been known. Often these gaps are deliberately concealed. But getting to the “truth” about aid 
outcomes can be genuinely difficult. Hard conclusions remain out of reach for a number of reasons: 


e Managers in aid chains pay attention chiefly to internal operations and spending, and then only during a 
programme’s lifespan; they rarely look hard at outcomes; indeed they may be discouraged from doing so by the 
risks of embarrassment, threats of funding cuts, and political sensitivity of results; 

e Impact evaluation is a young, inexact science hampered by theoretical and practical problems, notably in 
conceptualizing and measuring three things (2): 

- contributions of each segment of an aid chain, posing the issue of whose performance is being evaluated; 
- conditions before an aid intervention, and the relevance and accuracy of the indicators of the situation after; and 
- relations of cause and effect, especially when a host of other factors — from weather to markets to personalities — 
also influence outcomes in complex, hard-to-measure ways. 
Some specialists hold that the complexities make it impossible to reach hard conclusions about outcomes. 
e Lack of independence and thus objectivity of the evaluator; 


e Dependence on resources at the receiving end discourages full and open responses; intended beneficiaries, for 
example, may fear trouble if they give “wrong” answers to inquiring outsiders. 


In the swamp of loose and watery knowledge about aid outcomes, there are few hard places on which to stand. The 
industry’s mainstream often dismisses as merely anecdotal the findings by outsiders — journalists, academics, policy 
activists or fearless local citizens at the receiving end. Yet their information has often helped to build what solid footing 
there is in the swamp. 


The following observations about aid outcomes are based on findings by both insiders and outsiders to the industry. 
These are clustered under four objective interests that, according to international relations theorist Alexander Wendt, 
countries must satisfy over the long run in order to be secure the world: physical survival; economic well-being; 
political autonomy or self-determination; and collective self-esteem (3). 


Survival 


Foreign aid’s finest hours are thought to be those in which lives were saved and suffering relieved on a large scale. An 
official Dutch report on relief aid in Somalia 1991-93, for example, credits the International Committee of the Red 
Cross (ICRC) with having saved hundreds of thousands of lives. In most African settings, food relief usually accounts 
for only a small fraction of what famine victims manage to consume. During most crises, host governments and citizens 
— not the foreign aid system -- shoulder the biggest burdens of care and protection. Nevertheless the conclusions about 
relief aid in Somalia’s violent crisis, even if exaggerated, are impressive; they testify to great effort and courage. Yet 
these stories have shadow sides, involving the suffering of hundreds of thousands, if not millions. 


In the Somali crisis, aid agencies like the ICRC together paid out tens of millions of dollars in protection money to 
warlords, the very authors of violence, who then pursued their crimes in anticipation of yet more aid — rewards that the 
aid system had always conferred on previous Somali strongmen. Similar cases have appeared in Zaire and West 
Africa. With some exceptions, humanitarian agencies and the media at first ignored those perverse outcomes. 
Journalists and researchers later brought them to the surface, provoking lively debates and some agency re-thinking. 
Today the ICRC stands out among humanitarian agencies for drawing public attention to the economics of today’s civil 
wars and to the risks that aid can fuel them (4). 


The complex political emergencies of Central America, Afghanistan, the Balkans and so many corners of Africa may be 
home-grown, but they were also seeded and cultivated over years of foreign intervention, including aid, with corrosive 
effects on local institutions (5). The perverse outcomes arising from some humanitarian aid efforts stem from long-term 
process of political decay. Earlier development aid, for example, has often helped destroy reciprocal norms of give and 
take between rulers and ruled. Alex de Waal, a close observer of famine and the aid industry, reaches the following 
conclusions, ending on an exceptional African case where a political contract between state and citizens worked to 
prevent catastrophe: 


Overall, relief aid appears not to contribute to the development of a form of governance that is likely to promote 
the struggle against famine. The basic elements of a political contract against famine are not there in the aid 
encounter. On the contrary, aid can often be an obstacle to the development of the political awareness and 
political processes needed for such a contract to emerge. Where a contract already exists, however, aid can 
achieve its humanitarian goals without adverse political impacts. For example, the Botswanan drought relief 
programme is essentially an indigenous relief and rehabilitation programme based on a national political 
contract (6). 


While aid has sometimes helped groups to survive, it has only occasionally been a major factor in the survival of an 
entire nation. Massive aid to Mozambique’s government and its opponents (as part of a peace deal) did help stabilize a 
fragile situation after 1990. The survival of the Palestinian nation, albeit in dreary refugee camps, could be credited in 
part to the UN Relief and Works Agency, probably the oldest single humanitarian endeavor on earth. 


A more striking outcome is collapse. Under aid auspices, a number of nations have been polarized and made politically 
fragile. Rwanda, Somalia, and Congo-Kinshasa, to name merely three cases from the 1990s, suffered widespread 
breakdown. Afghanistan’s collapse as a viable state was partly due to massive support to anti-Soviet Islamic guerillas 
and aid benefits to Pakistan. In 1996 this was termed one of the great successes of US aid (7). Many have paid a high 
price for this ‘success’. 


How can aid prevent fragility and collapse? As economic openness is a central tenet of their doctrine, the World Bank 
and IMF unsurprisingly claim that greater integration into the world economy reduces conflict. But they appear to be 
projecting fact from doctrine, for the contrary may be closer to the truth. Numerous studies now show that as global 
economic integration advances unevenly in low income countries, social fabrics are torn and competitive scrambles for 
survival intensify (8). The economist Valpy FitzGerald identifies three factors that can trigger violent conflict and put 
national survival in jeopardy (9): 


e Sudden widening of disparities in wealth and income, either vertically between social strata or horizontally between 
territorial/ethnic groups, generating a collective sense of injustice and resentment, undermining legitimacy of local 
institutions; 

e Increasing uncertainty about the livelihoods and assets of dominant or subordinate groups, generating collective 
insecurity; 

e Weakening of the capacity of the state to provide public goods in ways seen to be fair, undermining the legitimacy 
of the public sector and government as a whole. 


Does foreign aid help or hinder such processes? Aid-driven austerity measures are known to cause sharp increases in 
inequality. Such shifts have often provoked violent instability, of which so-called IMF riots are only one instance (10). 
Feelings of collective insecurity are not easy to survey, but the volatility of aid flows correlates strongly with peaks and 
dips in economic output, provoking uncertainty for investors and consumers alike (11). 


Ups and downs in world markets can affect societies severely. By demanding that poor economies stake their futures on 
world markets, aid industry leaders commonly ignore the risks and who will lose if things go badly. In the 1980s 
USAID and the World Bank vigorously promoted coffee farming among poor smallholders in Rwanda. But having 
pushed that crop in other countries too, aid experts forgot a bit of elementary economics, for the composite result was a 
glut of coffee on world markets and a price collapse. Tens of thousands of Rwandan farmers suddenly fell into even 
deeper poverty. Social tensions grew and within a few years exploded. With cocoa the story was much the same, 
though mercifully without major violence: insistence on exports above all else, enticement of poor farmers to take the 
risks, world over-production, and price collapse. This ‘immiserizing growth’ -- unstable mixes of a few winners and 
many losers -- is not an inevitable outcome of aid-driven doctrine, but it has been a common outcome (12). 


“Current international arrangements’ writes FitzGerald, ‘are not “responsible” or “the cause of” such conflicts, but they 
can exacerbate or ameliorate the domestic political tensions and state failures leading to conflicts’ (13). As leading 
designers of economic strategies, the IMF and World Bank should have paid attention to the risks of violent conflict, 
just as building architects are required by law to pay attention to fire and earthquake risks. But there is no evidence of 
such attention. Indeed in the early 1990s, just before Rwanda and Burundi toppled into violence, the IFIs had praised 
those countries as good performers in terms of market fundamentalism. Only around 1997 did the IFIs begin to revisit 
their policy incoherence (14). Meanwhile the rest of the world is facing increased political fragility, insecurity, anger 
and violence made worse by growing millions with precarious livelihoods. 


Economic Well-Being 


One of the industry’s key suppositions is that aid promotes growth. Does it? The question has absorbed much 
computer time and printer’s ink, yet a definitive answer remains elusive. Most studies conclude that if all recorded 
growth rates are taken together, aid does nudge growth -- a little. But where fast-growing Malaysia and Sri Lanka are 
lumped together with troubled Malawi and Congo, important differences will be concealed. The economist and aid 
expert Paul Mosley split up recorded growth data by major regions, correlating them with aid flows over the 1960s, 
1970s and 1980s. His conclusion: ‘the net impact of aid [on GDP growth] is neutral overall, probably positive in most 
Asian countries and almost certainly negative in most African countries’ (15). That aid probably hinders growth where 
it has been most intense, such as in Africa, is consistent with a recent econometric study showing a ‘significant impact 
of aid on growth, as long as the aid to GDP ratio is not excessively high’ (16). 


Has market fundamentalism made a difference to growth? Recent history suggests that it has made a big difference — 
largely for the worse. Recorded growth in the period 1960 to 1980, before the doctrine was enforced, has been 
compared with growth in the period 1980-1998, when the doctrine ruled. In Latin America, per capita GDP increased by 
75 percent in the first period, but it in the second it grew by a mere 6 percent. In sub-Saharan Africa per capita GDP 
grew by 36 percent in the first period, but fell by 15 per cent in the second (17). Even orthodox Business Week found 
these figures disturbing (18). 


Is the aid system’s main policy package then simply perverse, frustrating its own objective, rapid growth? According to 
the current mainstream consensus, there are no significant effects one way or another (19). The truth may be harder. A 
recent, exhaustive, study concludes that the effect of IMF programmes is in fact negative (20). Putting the best possible 
light on market fundamentalism — aid’s holy gospel since 1980 — it is now clear that it has failed to show a positive 
balance of outcomes, even on its own terms. That doctrine is, in short, a bogus idea. 


Perplexed, aid industry economists have revisited the numbers and dusted off some old books. They have re-discovered 
what economists like Veblen, Keynes, Myrdal and Hirschman have argued: abstract, universal models of growth don’t 
work well, ‘even when playing the far easier game of explaining past growth rather than improving future growth’(21). 
That is, growth is a more mysterious process, more dependent on complex dynamics of specific times and places, than 
the aid industry has assumed. One conclusion is clear: Growth is not driven by one predominant factor. The one true 
path does not exist. In terms of history, theory and practice, the assertion that ‘there is no alternative’ to market 
fundamentalism is nonsense on stilts. 


Whose well-being is improved by foreign aid? Both high and low on aid chains, that question has made people uneasy. 
A lot of fuzzy words, talk of the future, and outright camouflage have concealed evidence about the matter. Since the 
late 1990s however, the study of inequality has gained momentum, generating insights into foreign aid’s contribution to 
a fairer world. 


Income inequality tends to increase under aid-driven structural adjustment especially where an economy is growing and 
aid conditionalities are tough and applied rapidly and fully -- that is, “shock therapy’ (22). Other studies show that 
income inequality worsens with greater economic openness, which also exposes the poor to trade-related shocks (23). 
Standard IFI measures redistribute income upward. The share of income going to labour drops, that going to capital 
rises. In addition, cutbacks in public services and food subsidies, the social wage, have hit the poor far harder than 
middle- and upper-income groups. Using a lens of political economy, two economists reached the following summary. 
Winners of structural adjustment have tended to be: 


industrialists in a position to gain from liberalization and an export push (by no means comprising the total of 
national firms), financial speculators, households in the top 10-20 percent of the income distribution who can 
afford an ample array of new consumer goods in a liberalized trade regime, and a local economic technocracy 
that put the new policy packages in place. The losers included people in the bottom 80 percent of the 
distribution, some important industrialists, and old political elites (24). 


Especially where aid has been long and intense, it can worsen social stratification. In Burkina Faso and Mozambique, 
for example, elites have captured aid benefits to gain productive assets, especially land (25). With its emphasis on 
private social services and other forms of upward redistribution, fundamentalist policies have helped pull up the ladders 
by which poorer children can gain higher social status. Thus, in the scramble to get ahead, children of the better-off 
crowd out the poorer. Social mobility tapers off, social castes solidify. 


Yet aid has sometimes helped hold the line against worsening inequalities. In Mozambique, local organizations 
subsidized by politically astute aid agencies mounted a successful campaign to re-define the land law, and thus preserve 
some land access for the poor. Aid from a few private aid agencies probably helped at crucial moments in countries like 
Brazil and South Africa, where unions and other social movement organizations created a political climate that tipped 
balances against austerity measures affecting the poor. 


There is a further twist in the tale of inequality. Contrary to what trickle-down or “horse-and-sparrow” economics (26) 
predicts, a fairer distribution of income and wealth tends to improve growth and general economic well-being, and to 
reduce rates of poverty. Studies have shown that inequality is bad for growth — a finding that even some in the World 
Bank now accept (27). Such findings make intuitive sense. Growth in South Africa, a highly unequal society, is 
sluggish. Its torpor contrasts sharply with the economic dynamism in Vietnam, a relatively egalitarian land. Plausibly, 
where aid promotes inequality — as it has done under market fundamentalism -- it can put a brake on growth. Since 
economic openness tends to worsen income inequality and to expose the poor to shocks, there are probably trade-offs 
between outwardly-oriented growth and pro-poor growth. 


Aid to low-income countries does not automatically yield aid to low-income people. Take the case of Bangladesh. Anti- 
poverty talk saturates aid rhetoric about that country. Yet studies by senior Bangladeshi researchers tell a different 


story. In the three decades from independence in 1971 up to 2000, foreign aid had been distributed roughly as follows: 


= 25 percent to foreign suppliers, agents, consultants, &c.; 


= 30 percent to domestic Bangladeshi bureaucrats, politicians, commission 
agents, consultants and contractors; 

= 20 percent to higher income groups in urban and rural areas; 

= 25 percent to lower-income people, chiefly in rural areas (28). 


Elsewhere, distribution of aid benefits may be even worse. In Rwanda, a study concludes that aid beneficiaries are not 
among the poorer half of the population, but are rather ‘heavily weighted in favor of the wealthiest and the well- 
connected’ (29). 


Information about debt also speaks to the question of aid distribution. In 23 countries for which estimates have been 
made in the late 1990s, 57 per cent of the foreign debt (about $451 billion, mostly aid-derived) stems from dictatorships 
of recent decades; much of that money simply made a “round trip” back to Northern financial circuits. Of Indonesia’s 
$126 billion debt in the late 1990s, an estimated 98 percent was incurred for family and close associates of the Suharto 
regime, a donor darling (30). At about $600 per person, that debt was equivalent to Indonesia’s 1998 per capita GNP. 


Plausibly, aid’s immediate or first-round distributional effects are not the last word in the distribution story. Public 
goods such as roads and waterworks built by contractors, for example, may benefit low-income people by increasing the 
demand for labour or lowering food costs. Paul Mosley tested this hypothesis in the 1980s, but reached pessimistic 
conclusions. Though exceptions were identified — mainly cases where national or lower-level governments pursued 
deliberate policies of redistribution — aid was not very good at downward redistribution (31). 


In many sectors little is known about long-term outcomes. Take university scholarship programmes, some of them aid- 
supported since the 1960s. What is the balance of benefits to individuals versus benefits to the low-income societies 
from which they came? Despite personal knowledge of this field and an extensive search (32), the present writer is not 
aware of any systematic information on the question. 


Aid to basic education and to basic health may be rising slightly, but in 1999 those two sectors received a pitiful 1 and 2 
percent respectively of bilateral aid commitments. Spending in other sectors is even less oriented toward poverty 
reduction. The outspokenly anti-poverty UNDP, for example, spends more than 60 percent of its transport programme 
funds on civil aviation (33). Yet even pro-poor activities are regularly captured by the non-poor. Microfinance, a major 
aid fashion of the 1990s, has proven on closer examination to be riddled with distributional problems, contrary to claims 
of its enormous advantages for the very poor and women (34). 


Foreign aid’s outcomes for the physical integrity of the planet — water, air, soils and living species — are mixed to the 
point of paradox. Here too, aid institutions have seldom used the late-comer’s advantage to leapfrog over known error 
and make a fresh start. Instead the aid industry has generally muddled along with other industries to reproduce 
“modernization” and “development”. Thus it more often complicates environmental problems than resolves them. 
Nonetheless, aid has made some concrete contributions: in many tropical cities, foreign aid financed the humble 
drainage and sewer systems, thus improving public health for poor and rich alike. 


More striking however, are the perverse outcomes: dams that create “development refugees” and epidemics of water- 
borne disease; irrigation schemes that deplete water supplies and destroy more livelihoods than they create; urban 
transport systems based on the automobile, a cause of grossly inefficient cities, drains on foreign exchange, and high 
costs to human health from bad air and accidents. 


Neglect of institutions and politics is a common failing. The Inter-American Development Bank successfully promoted 
US-style protected natural areas in countries like Brazil. But US-style institutions -- social and governmental 
watchdogs -- do not exist in sufficient strength in Brazil to enforce genuine protection. As a result, so-called protected 
areas are exposed to destruction by what were once legitimate timber companies now operating illegally, having 
corrupted the public sector in the bargain (35). 


A different kind of unintended consequence of IFI policy has been popular resistance. In struggles around mega- 
projects to dam rivers and raze forests, environmental activists have been among the most consistent and effective 
challengers to non-accountability at the top of the aid system. One result has been the World Bank’s decision in 1994 to 
set up an Inspection Panel to assess public complaints. In Brazil, a major environmental battlefield, citizen experience 
with that Panel has been disappointing (36). Yet the creation of such a panel marks a democratic victory: a powerful, 
arrogant and hitherto non-transparent aid agency was forced to accept the principle of public accountability to those 
affected by its power. 


Political Autonomy 


Western foreign aid helped defeat communism, thus achieving one of its primordial goals. Aid has sometimes enabled 
coherent states to emerge. In a few cases — Korea, Taiwan, Botswana — national government and politics took over as 
the intensity of aid fell. Often, however, aid has tended to rob states and citizens of political power and self- 
determination. Outcomes include: 


e fragile, hollow and corrupted public institutions that have lost legitimacy and reciprocal links with citizens, 
e decay or destruction of instruments to steer public policy and to mobilize public revenues, 
e political accountability upward and outward, effectively a surrender of sovereignty. 


A study correlating aid flows to 80 countries with indicators of the quality of their governance — corruption, 
bureaucratic quality, and the rule of law — reveals a shocking pattern: as aid intensity increases (that is, as aid accounts 
for a larger share of a country’s recorded GNP), the quality of public institutions worsens. The direction of causation 
runs from aid to bad institutions (37). Such conclusions sound plausible. Before Tanzania, Mozambique, the Ukraine 
and Nicaragua began getting massive doses of aid, their public sector management and legal systems may have been 
basic and unimaginative, but they were at least not ravaged by corruption, loss of good staff, demoralization, legal decay 
and rampant gangsterism. 


Aid has created winners and losers. Where, as in a number of African countries, the aid industry is the second-largest 
employer (after the public sector), social outcomes are easy to attribute; they show up in the rise of a well-paid 
technocratic stratum and the mushrooming of thousands of NGOs. It also has less direct effects. Where aid has 
promoted the downsizing of public sectors and the selling-off of public assets, winners include domestic private 
investors and officials who straddle public and private sectors. Losers include former wage earners now trapped in 
precarious livelihoods. Trade unions will have shrunk and lost clout. In short, aid has helped re-configure the social 
basis for politics. 


How such social shifts play out in political life depends on paths laid down over generations, if not centuries. Path 
dependence can be illustrated in the case of Italy. In its northern regions, diverse but often horizontal patterns of civic 
and political life are more open and participatory than the vertical, patronage-based political traditions of southern Italy. 
Measures to improve governance throughout Italy in the 1970s and 1980s followed those old patterns; unsurprisingly, 
outcomes were much better in northern regions (38). Political change thus tends to follow very old paths. 


Where governance centers on personal rule and weak public oversight, external linkages such as to donors will usually 
reinforce the status quo -- as dealings with outsiders occur only with the blessing of a “big man” politician. Where 
politics are anchored in publicly accountable institutions on the other hand, outside reinforcement of patronage can be 
avoided. Bearing such differences in mind, the following tendencies are often detected among political outcomes of 
aid: 


e Development policy issues are portrayed and managed as technical matters, thus kept outside public political 
discussion; 

e Power over most economic issues shifts upward and outward, away from representative bodies like parliaments and 
toward technical units in finance ministries and central banks insulated from public politics; thus politicians account 
upward to donors/lenders (mainly in Washington DC), not downward to citizens; 

e Downward linkages are limited to groups — businesses, nonprofits, and technocrats -- with strong immediate stakes 
in the outward orientation of the economy and polity, while accountability to the public is reduced to hollow events, 
such as manipulated elections; 

e Organisations in civil society face funding incentives and ideological pressure to drop political mobilization and 
protest and take up service delivery or domesticated “lobbying” activities. 


Problems sharpen when these trends combine with weakened public sector abilities to deliver basic social services, 
physical security and legal protection on a broad and fair basis. The incapacity of public institutions to provide these 
things undercuts their legitimacy and the willingness of citizens to pay taxes and fees. Aid can worsen these trends to 
the extent that it becomes the chief source of power and legitimation for elites. 


Research suggests that rulers who rely on off-shore revenue sources such as oil are not very good at converting those 
riches into public goods. By contrast, rulers relying on production onshore tend to be more successful at converting 
available resources, however modest, into rising living standards for the poor (39). Aid can act like oil revenues, 


driving a wedge between rulers and ruled. Authorities can feed cities, fit out their armies and police, reward their 
constituents and punish rivals without having to rely on the output, taxes and fees of farmers and wage-earners. When 
the donors speak, they get full attention; when citizens voice complaints or smuggle their production abroad, they can 
still be safely ignored. For in the end aid pays the bills. 


Foreign debt is a major outcome of foreign aid. At first sight that is not surprising, since the IFIs are after all in the 
business of selling loans, while various bilateral agencies also deal in loans (accounting for about 18 percent of total net 
ODA in 2000). Yet viewed over the long term this is an astonishing result. For the main purpose of most of the loans 
was to boost countries’ capacities to repay. But in places of greatest aid intensity that capacity is weaker than ever. 
Table 3 shows the stock of foreign debt to aid system lenders. 


Table 3: Stock of debt owed to bilateral and multilateral lenders in 2000 


Sub-Saharan | South Asia North E. Europe Latin East Asia 
Africa Africa & and Central America & 
Middle East Asia Caribbean 

as % of 78 72 66 37 25 38 
total debt 
as % of 113 108 46 34 36 23 
exports of 
goods & 
services 


Source: World Bank (2001) World Development Finance 


Private debt is highly significant in Latin America and the Caribbean whereas sub-Saharan Africa’s debts are largely to 
official aid bodies. 


Debt is obviously an economic issue. It puts long-term claims on surpluses that would otherwise be usefully invested. 
It also discourages long-term investors who fear taxation and inadequate public goods because governments have to pay 
foreign creditors before anything else. Negotiating and re-negotiating debt put heavy demands on the scarce time and 
attention of officials. Debt also puts claims on foreign aid itself: currently large chunks of ODA go not to the South or 
East, but to creditors at upper ends of aid chains, that is, into the shell game of debt roll-overs (40). Much of this lending 
is defensive: it protects bankers by keeping the system turning over, concealing bad performance, forestalling default 
and maintaining the fiction that low-income nations will someday pay back what dictators and technocrats borrowed in 
their name. 


Among 62 countries classified as low-income in 2000, debt repayment (mainly to official agencies) claimed about 19 
percent of recorded export earnings. For the severely-indebted countries among them, debt servicing claimed about 24 
per cent of earnings. Among severely-indebted middle-income countries such as Argentina, Russia and Turkey, a 
whopping 81 percent of export earnings on average went toward servicing debts (41). Such repayment levels are not set 
naturally, but negotiated over years with creditors. Terms are severe compared with those negotiated after the Second 
World War for Germany, whose repayments never exceeded 3.4 per cent of export earnings. Indeed for borrowers over 
their heads in debt, today’s terms are unrealistic, being set for political rather than economic reasons. 


Debt is at bottom a political outcome. It is a social construction. The cascade of post-war political decisions to de- 
regulate capital flows and orient weaker economies outward set the stage for debt control as a means of political 
surveillance. Indebted states have much less freedom to respond to citizens. They will tend to cut spending on social 
protection and public services for fear of capital flight, donor strikes and denial of investment. Debt draws economic 
surpluses upward and outward, and does much the same with political power. It has helped shatter sovereignty and 
frustrate the emergence of public, democratic control over the economy. 


The hollowing-out of national sovereignty gathered pace under structural adjustment programmes, though the IFI 
leadership for years kept saying with straight faces that that borrowing governments were in charge. Debt shifts control 
even further away from borrower hands. In the case of sub-Saharan Africa, economists associated with IFIs recently did 
some arithmetic in political economy. In 1998, of about $16 billion received from the aid system, only $3 billion went 
to general government budgets; the rest went to projects. In that year, however, African governments paid $9 billion to 
service their debts; for their national budgets, the aid balance was a net negative $6 billion. Of course some aid to 
projects may have afforded governments a little “fungibility”, that is, freedom to spend on other purposes. But the main 
freedoms are enjoyed by those who call the shots about projects, that is, the donors and lenders. Financially and 
politically, where donors and lenders assign higher priority to debt servicing and projects than to direct aid for national 


budgets, they effectively deny recipient governments powers to make decisions and to take responsibility for their 
actions (42). 


Around 1999, in response to concerted civil protest and eroding credibility North and South, the IFIs re-packaged their 
structural adjustment lending. They hoped thereby to put recipients in the driver’s seats. The accent is on anti-poverty 
action — a field in which the IFIs are not noted for success. Debt reduction and soft loans for the heavily indebted are to 
be conditioned on recipient government preparation, with IFI help, of Poverty Reduction Strategy Papers (PRSPs). To 
ensure local “ownership” of them, governments must promote policy-making in concert with bodies in the civil and the 
for-profit sectors. 


This strategem requires a willing suspension of disbelief. For the top of the aid system now insists that borrowing 
governments become anti-poverty crusaders and promoters of open, participative, extra-parliamentary policy-making — 
roles that major lenders/donors had never played themselves, and indeed for decades had actively discouraged among 
borrowers. Donors/lenders may be applauded for accepting principles of public consultation, but their actual practice 
has been hollow, even deceptive. An independent, comprehensive review of that practice concludes as follows: 
Reviews of World Bank CASs [Country Assistance Strategies — ds], and our knowledge of other donors’ 
assistance strategies, suggest that civil society ‘participation’ in them rarely extends beyond information-sharing 
and consultation to shared agenda-setting, decision-making or any kind of empowerment for participants (43). 


Initial assessments of the new IFI approach to policy-making were not optimistic. Organisations watching PRSP 
processes at close range in Africa have rejected them as the old fundamentalist conditionality, now dangerously 
broadened to include governance, re-packaged for better public relations (44). At the same time a senior mainstream 
economist with in-depth knowledge of the IFIs noted the large gaps between the theory of the PRSPs and the practice, 
which show many of the hallmarks of donor, not recipient, ownership (45). 


Creating space for genuine participation in policy-making is of course not easy. Gaps between talk and practice are 
found not only where big agencies are at work, but also where private aid agencies interact with their end-of-chain 
recipients (46). One researcher concludes that the participation agenda ‘has been organized around a highly moral 
rhetoric and is located in an NGO movement which has been unwilling to acknowledge the role that power and interests 
plan in its agenda’ (47). 


Collective Self-esteem 


Does foreign aid enable nations and peoples to feel good about themselves, to enjoy respect and status? Insofar as co- 
operative attitudes and behavior depend on positive self-images, that is not a trivial question, since many in the aid 
industry refer to their work as “co-operation”. On the face of it, aid is not a prime candidate to promote collective self- 
esteem. It tends to locate “the problem” in the incapacities (underdevelopment, backwardness, &c.) of the people it is 
supposed to help. Their shortcomings demonstrate the need for aid and even trusteeship. 


Such points of departure risk stigmatizing and patronizing people. They can boost the prestige of the outsider’s solutions 
and belittle local solutions. In both crude and subtle ways the aid encounter exposes differences in wealth, status, and 
power, fostering feelings of humiliation and powerlessness. From there it is but a few steps to fear, loathing and 
aggression. These issues may be well known in social work and other helping professions, but in matters of 
international relations, group self-esteem appears to be poorly-studied (46). Only fragmentary evidence is available 
about aid’s outcomes for self-esteem. 


From rugby games to conclaves of world leaders, moments of palpable national pride for South Africans were numerous 
and vivid following the country’s first democratic election in 1994 and its re-admission, with high status, to the world 
community. Yet the most powerful branch of the aid system had delayed that outcome. Up to 1967 the World Bank 
loaned apartheid South Africa far more money than to any other land in sub-Saharan Africa. The IMF kept up its 
support for sixteen more years, and remained influential even after 1983, when the US Congress outlawed IMF lending 
to apartheid (49). Another group of aid agencies took a different line. From the early 1970s to 1994, aid from 
Scandinavia, India, some East Bloc countries, Western solidarity groups and later the European Community modestly 
advanced a democratic outcome by supporting South Africa’s movement for majority rule. 


From Teheran to Monrovia to Khartoum, with support from the top of the aid system, ruling elites have offended or 
oppressed racial and ethnic groups or religious minorities. Some of those regimes ended in firestorms of public anger. 
People know who the donors’ darlings are. ‘Israel receives more US aid per capita annually than the total annual GNP 


per capita of several Arab states, including Egypt, Mauritania, Sudan, Yemen and Morocco’ (50). Such biases provoke 
feelings of injustice and rage, thereby swelling the ranks of political Islam. 


Aid can undercut self-esteem in everyday ways. In Rwanda, where the “development enterprise” in its pre-genocide 
years has been studied in depth, it reinforced of exclusion and impunity, thereby teasing out and inflaming prejudice. 
Aid contributed to a system that humiliated and infantilized people, robbing them of their self-respect and their 
creativity (51). 


But the aid encounter may at times spark rejection and a turn inward. A sociologist of African churches writes: ‘For 
many, self-esteem and self-confidence have been the first casualties of Africa’s decline. We heard Otabil begin his 
preaching in Zambia: “When you look at yourself as an African, it is easy to think that God has cursed you. [...] We are 
a people who feel inferior and wallow in our own inferiority”. It was this that led him to develop his theology of black 
pride’ (52). Outcomes may thus be highly mixed: greater dependence and subservience, compensated (for some) by 
greater self-confidence and entrepreneurship. Clearly the booming response to donor demand for NGOs -- many tens of 
thousands of them having sprung up in low-income countries — does not indicate a lack of pep and optimism. Granted, 
most of those NGOs would vanish without a trace if donors were to pull the plug. But recent histories of civil societies 
in Brazil, South Africa and the Philippines suggest the effects that small, hardy minorities of politically aware NGOs 
can serve as training grounds and launching-pads for self-confident emancipatory action. 


If a publication of the OECD can call for revolt against the aid system, and if African observers draw hope from 
‘collective insubordination’ detected in their continent, then there are grounds for optimism. But much remains to be 
overcome. Two statements on aid’s effects in Africa, by African researchers, conclude this chapter: 


The aid-recipient relationship in Africa has developed into one that neither generates mutual respect nor 
synergetically harnesses the capacities of all those involved. Instead, it has generated the dependency 
syndrome, cynicism, and "aid fatigue" (53). 


In the long run, and all other things being equal, foreign assistance dependence, like drug addiction, destroys 
rather than enhances the institutional capacities of the users, paralyses national initiatives, diminishes peoples’ 
faith and confidence in their abilities, and erodes the very basis of national sovereignty (54) . 
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9. Beginning of the End, or End of the Beginning? 


All human beings are bound by identical obligations, although these are performed in different ways according to 
the circumstances... 
The obligation is only performed if... expressed in a real, not a fictitious, way (1). 


Amidst global currents of politics and business, the aid regime may be a minor force, but it is nonetheless home to 
powerful institutions affecting the lives of hundreds of millions on the planet. Its two most visible institutions, the 
World Bank and IMF, have become lightning-rods for a social movement calling for a gentler, more inclusive, just and 
democratic world. That movement wants fairer sharing of income, wealth and knowledge — the very thing foreign aid is 
popularly thought to do. By focusing on the visible top of the aid system, and coalescing around the slogan, “another 
world is possible”’, it implies the need for alternatives to the current aid system. 


Political classes in most countries have been largely unmoved by such proposals. From them are heard occasional pious 
utterances about poverty, but never serious talk of closing gaps between rich and poor. However, following the suicide 
attacks in September 2001, some public figures from the middle of the Anglo-Saxon political spectrum began to speak 
of needs to re-think ‘the whole relationship between poverty, degradation and violence, between drugs and crime and 
violence, and trade and development and violence’ and to redress the ‘global imbalance in resources’ (2). 


Were these just passing outbursts of worry and guilt, rapidly forgotten in the daily avalanche of mainstream opinion? Or 
might they signal a meeting of minds between a nervous policy-making establishment and a progressive social 
movement? Given surging unemployment and hate-mongering in civil society, policy elites are likely to give more 
attention to domestic problems than to foreign aid, not to mention the re-jigging global resource imbalances. Pushed 
onto the defensive by its mediocre record and by looming budget pressures, conventional foreign aid faces a difficult 
future. 


Is foreign aid merely at a routine turning point, the end of the beginning? That is entirely possible. Throughout its zig- 
zag career, the industry has continually re-invented itself. As a carrot, stick, and high moral ground for powerful 
institutions, its utility in international power politics has not been exhausted. 


Yet might its difficulties lead to a slow-motion collapse of foreign aid as we know it? Might this be the beginning of the 
end? That scenario could take quite different forms. In one of them, aid’s trade war tasks of subsidizing exports and 
investments would be put where they in fact belong — under ministries for foreign trade and investment. Its non- 
mercantile tasks might however be limited to short-term caretaking action in zones of superfluous people, and 
potentially dangerous conflict, where armored soup kitchens and humanitarian policing are the order of the day. 


In another endgame scenario, policies to redress inequalities and exclusion would pivot on exchange but also on rights 
and obligations (taxes, services, transfers). In such a future, foreign aid would be transcended and replaced by much 
larger, statutory systems for genuine redistribution under public oversight and control. Aid chains would be shorter. 
Many would run horizontally, not vertically. Democratic deficits would be much reduced. There are few reliable 
roadmaps for latter route; it is largely uncharted. In this concluding chapter, no map is offered, but rather some 
elements of a compass. To introduce these, it is useful here to recapitulate some of the themes informing this book. 


A Summary Glance 


Official aid and its institutions are vehicles of foreign policy. They may operate from a mixture of motives, but their 
mercantile and political purposes are never far from the surface of humanitarian and development discourse in which 
aid is packaged. Only rarely has official aid been harnessed to emancipatory purposes, such as to redistribute assets 
(Taiwan) or to bring about majority rule (South Africa). Official aid is but one of a number of foreign policy vehicles, 
and seldom the most important. Other instruments of trade, armed intervention and investment not only take 
precedence over aid, they can nullify it; policy incoherence is serious and widespread. 


Incoherence becomes absurdly big in aid-driven efforts to roll back the public sector. Foreign aid has boomed in an era 
when private firms and circuits, especially financial ones, have loomed larger than ever over public policy. A single aid 
regime has emerged, driven since 1980 by a doctrine of market fundamentalism. As a chief means of applying this 
doctrine, the aid regime has worked intrusively and coercively to re-engineer economic and political life in the South 
and East. It operates through long and tangled chains of agencies and firms whose added value by no means justifies 
their costs. Rarely are these chains transparent, accountable and responsive to public institutions at the receiving end. 
On the contrary, they often constrain and weaken them. 


Where aid has been most intense, outcomes often include slow and erratic growth (in some cases followed by outright 
collapse), increasing inequality, decaying reciprocity between public authorities and citizens, and rising social tension. 
In the late 1990s, the World Bank and IMF scaled back their assault on the state, in part to stop shooting themselves in 
the foot. But they are under continuing, if inconsistent pressures from funding authorities above and from activists in 
the North and the South below to end their harmful practices. Calls to curb their mandates and their funds, and thus 
radically to shrink their authority, are now heard across the political spectrum. 


From its earliest decades, foreign aid has been exposed to attack. Failures at the receiving end are attributed to 
recipients, who are charged with incapacity, bad governance, foot-dragging on reform and aid dependence. The aid 
system itself is also under fire, even from within the industry, reflecting rivalries within and among agencies, banks, and 
countries. Failure to find the right technical formula is a common type of criticism, as are over-centralisation and 
subordination to realpolitik. Some of these criticisms are valid, but they begin to make greater sense when set against 
wider patterns of power — who wields it, and who doesn’t — and the democratic deficits such controversies bring into the 
open. 


The structure and workings of aid chains, and of the ideas that constitute and drive them, add to democratic deficits. At 
the receiving end, the deficits tend to deepen and become more opaque. Pressure to tackle these problems, and thus to 
bring issues of power and powerlessness to the surface, has been growing in the South and North. Today, public 
processes of decision-making and how to promote them have at last come up for official discussion. 


That is good news. Shifts are also detectable among a few aid agencies such as those of Denmark and Britain, and the 
UNDP. Some units in them seem ready to grasp the nettle of emancipatory politics. The bad news is that the top of the 
aid system, while deploring (for some audiences) the ‘top-down economic focus of the eighties’ (3), is not about to 
abandon market fundamentalism, nor its powers to coerce and intrude at the receiving end. 


Revisiting a Few Principles 


Against underdevelopment and crisis, foreign aid used to be the remedy, the frontline of policy. No longer. Negotiating 
favorable policies governing trade, corporate investment, capital stocks and flows, civic and social rights, security, the 
environment and governance are more important. That widening and re-ordering of perspective has brought more 
realism to debates about why poverty and inequality persist and what can be done about them. Useful resources from 
the aid system, even at the inflated levels reported officially, are dwarfed by other flows -- mostly from poor to rich. 


As this book has illustrated, the conventional aid system has not been a great success. Yet even failure has its uses. The 
aid system can’t be consigned to the rubbish heap and ignored. It still represents a large and versatile constellation of 
money, expertise and networks that make and transmit ideas about how societies, polities and economies can be shaped 
and steered. Aid may no longer be first among equals, but it still counts. 


It also enjoys a kind of residual popular indulgence. Public readiness to help the afflicted, come up for the underdog, 
and even to accept some redistribution as the price of social cohesion are also, miraculously, still around in most 
countries. Public support for aid is still somewhat buoyant, despite leakage due to increasing doubts that it does much 
good. When ranked with other issues, foreign aid is not a high priority for Western publics. Yet majorities in rich 
countries ritually affirm their wish to see misery curbed, especially at moments of catastrophe. Such attitudes rest on 
shifting and culture-bound mixes of guilt, duty, despair, fear and the wish to be seen to belong to respectable society. 
They can hardly rest on solid convictions about aid effectiveness, or much knowledge of it. Popular backing for aid in 
most countries has a paradoxical and probably unstable fundament. For decision-makers, the opinions of publics at 
large appear to be far less important than the influence of action groups, policy specialists, firms and nonprofits — in a 
word, the aid lobby (4). 


Pressing for the overhaul of foreign aid is unlikely to unleash a popular groundswell. But popular groundswells like the 
“another world is possible” movement mentioned in the opening of this chapter are today helping tilt the balance of 
power around and within key aid institutions. It is today’s most active constituency for emancipatory change. The 
replacement of foreign aid by more effective kinds of solidarity is thus still a viable pursuit (5). The following sections 
offer observations about ethical principles (6) worth taking into account in debates about foreign aid, and a set of topics 
worth developing further when setting out to transform it. 


Non-deception 


Full, straight-talking, non-manipulative communication about aid is not yet the norm, but there are efforts to make it so. 
Poverty pornography — the skeletal black child with a tearful face — turns up less frequently today in charity appeals. 
The World Bank no longer feeds gullible news editors with absurdly optimistic growth projections about countries that 
are in fact sinking deeper into poverty. But a fog of misleading concepts, data, financial accounts, catch-phrases and 
images continues to spew out of the aid industry, obscuring basic matters of inequality and power. Some p-word clichés 
— participation, partnership, poorest of the poor — have been emptied of meaning. Ownership is now a hollow slogan. 
Such terms drain issues of their political content, concealing what is actually going on, such as: ‘state when we mean 
kleptocracy, market when we mean land-grabbing, community when we mean ethnic cleansing’ (7). 


The politics appear in the patterns of the talk: Certain terms are loaded and then used -- or not used -- about certain 
kinds of events, relationships and people at certain times. The discovery of such patterns in the talk of the professions 
and the bureaucracies has advanced our understanding of aid processes and ideologies. 


Deception goes well beyond the soothing, de-politicized babble of the agencies or the secrecy surrounding the outcomes 
of their work. Many political practices, such as the use of consensus rather than open voting in the IMF and World 
Bank, or the blurring of boundaries between lender and borrower, conceal what should be public information and hinder 
public accountability. Aid agencies will never overcome learning disabilities unless they stop fooling themselves. 
Their executives, for example, have to learn to deal with “bad news” and criticism without going into states of denial or 
throwing tantrums. 


To conceal who really gains, who loses, who takes the risks, and who takes decisions is to foster bogus understanding 
and bogus consent. From the official bodies to the charities, members of the aid industry need to re-visit the ethics of 
communication. 


Non-coercion 


Complete freedom to steer policy and run institutions according to one’s wishes is a rare thing in any circumstance. But 
seldom have members of the aid system — particularly its Market Leninists — actively expanded the degrees of policy 
freedom at the receiving end. Foreign aid managers have rarely risen above attitudes of trusteeship to treat people as 
adult subjects with responsibility for their own choices. Since 1999 lenders began to add a human face of anti-poverty 
intentions to their loan conditionalities, but these remain an imposed, not a negotiated thing. 


Coercive practice long ago began moving beyond crude, episodic threats; it now operates at deeper levels. Decision- 
makers have started to comply not because they fear punishment, but because they see the donors/lenders’ policies as in 
their own interests (8). And the rewards to policy technocrats can be royal indeed. At yet deeper levels, coercion is 
internalized: policy-makers schooled in conventional economics and then linked to well-positioned communities of 
experts accept the legitimacy of the donor/lender prescriptions with enthusiasm. ‘If people were sharks’, wrote Bertolt 
Brecht, 


the main question would be the moral education of the small fish. They would be taught that the greatest and 
most beautiful thing is to sacrifice oneself, and that they must believe and trust in the sharks, who determine 
their future. The small fish would have to understand that their future would be guaranteed only if they learned 
obedience (9). 


To force consent is to pre-empt choice among alternatives. Ownership, demand-driven, and co-operation thus become 
bogus terms. One way to begin curbing coercion is to apply everyday competitive rules in the marketplace of ideas. 
Subsidized policy cartels should be broken up, idea gatekeepers dethroned and their “one true path, no alternative” 
gateways dismantled. Today, conceptual toolboxes stocked by gender studies, Foucault and others have enriched 
understandings of what Brecht sketched in his parable. These have begun to inform the study of international relations, 
thus improving insights into aid’s quiet coercive powers. 


Do No Harm 


That foreign aid has great potential for harm is now beyond dispute. Even when intended to relieve suffering, aid has 
set the stage for more suffering, as in Somalia and Rwanda in the 1990s. Calls to apply the Hippocratic principle, Do 
No Harm, at first evoked indignation from the humanitarian branch of the aid industry. But as critical studies piled up, 
and as their worries grew about income, some humanitarian agencies have begun paying more attention to politico- 


economic contexts and to the rights, strengths and wishes of people affected by disaster. The need for precautionary 
measures is now accepted. Such changes would never have been achieved without outside pressure (10). 


Precautionary principles have gained ground. Before 1988 the World Bank had no policy to assess impacts on the 
environment and on people displaced by dams and other big projects. Today, donors and lenders face tougher codes of 
conduct and some public scrutiny. They insist, however, on policing themselves. As painfully demonstrated in the ex- 
Soviet Union and other places suffering aid-induced social collapse and destitution, the need for mandatory assessments 
of social impacts could not be clearer. 


Aid decision-makers have to show greater respect for problems — their depth, their complexity and the non-linear, 
cumulative processes that surround them. The disasters produced by standardized, one-size-fits-all solutions have 
shown how aid system thinking can become dishonest, expedient and downright lazy. 


Concluding his powerful study of ‘how certain schemes to improve the human condition have failed’, the social scientist 
James Scott proposes ‘a few rules of thumb that, if observed, could make development planning less prone to disaster’: 


Take small steps. [P|resume that we cannot know the consequences of our interventions in advance. ... prefer 
wherever possible to take a small step, stand back, observe, and then plan the next small move. As the 
biologist J. B. S. Haldane metaphorically described the advantages of smallness: ‘you can drop a mouse down 
a thousand-yard mineshaft; and on arriving at the bottom, it gets a slight shock and walks away. A rat is killed, 
a man broken, a horse splashes.’ 


Favor reversibility. Prefer interventions that can easily be undone if they turn out to be mistakes.... Aldo 
Leopold captured the spirit of caution required: “The first rule of intelligent tinkering is to keep all the parts.’ 


Plan on surprises. Choose plans that allow the largest accommodation to the unforeseen.... 


Plan on human inventiveness. Always plan under the assumption that those who become involved in the 
project later will have or will develop the experience and insight to improve on the design (11). 


In short, learning, precaution and improvisation should underpin action. Amber lights of caution should start flashing 
when air providers drone on about the purity of their intentions. 


Liability for Damage 


Can legal redress be sought for wrongful damage caused by aid agency policies and programmes? In most national 
settings, a firm or person may be sued for damages due to professional negligence. Malpractice suits against medical 
professionals and hospital administrators have been routine for decades. Yet redress for harm done is not (yet) an 
option open to those at the receiving end of aid. Aid agency impunity favours a perverse cycle: failures justify further 
grants and loans, thus reward institutions and careers more for failure than for success (12). The incoherence of 
donor/lender policies -- insisting on export-led growth while barring imports, funding university scholarships while 
luring professionals out of low-income countries — are also reasonable causes for compensation, as determined in law 
courts or otherwise (13). To identify and track aid decisions and who made them would help improve the climate of 
accountability, and end the current climate of personal impunity. Some activists have begun watching policy-makers (in 
their public roles) as well as policies (14). 


Obligations to respect capacities and promote talents 


In their earnest pursuits of improving the human condition, most aid actors’ grasp of capacities at the receiving end has 
been poor — often over-pessimistic, occasionally over-optimistic, and almost always non-historical, de-politicized and 
gender-blind. It is therefore not surprising that aid often fails to respect capacities and talents. How can these blinders 
be removed? On many practical fronts, bookcases, hard-drives and workshop agendas are already full; there is no need 
to rehearse those discussions here. In the heading of this paragraph, however, the operative word is obligation. 


The 1990s saw the forward march through aid institutions like UNICEF, UNDP and Oxfam of the notion that poverty 
should be fought on the basis not of beneficence, but of rights. UN covenants and scores of official and civil institutions 
continue building grounds to protect civil and political rights. However, social and economic rights (ratified 
internationally in 1948) and even a ‘right to development’ (1986) have met resolute opposition from the IFIs and the 


US. That is no surprise. Market fundamentalist doctrine basically forbids anything that smacks of public claims by 
those disadvantaged by market forces — unless of course the claimants are rich and well-connected. 


But are rights-based approaches all that robust? Generations of ethicists, from Bentham to Rawls, have found them 
insufficient, lacking hands and feet. A major problem with social and economic rights is that no one is tasked with their 
enforcement. They remain dead letters. 


A claim that the developed world, or a transnational corporation, or local landlords violate rights to life, food or 
subsistence in parts of the Third World may sound impressive. Since it speaks most forcefully to suffering 
claimants, the message may be inaccessible or half heard by those with power to bring change. Bentham was 
right when he observed that ‘a declaration of rights would be but a lop-sided job without a declaration of 
duties’ (15). 


More promising is the counterpart of rights: entitlements. These rest on political contracts between the state and 
citizens. Public institutions guarantee reciprocal rights and duties, but they extend beyond public services and taxation 
into the market (such as in regulating labour processes) and even the household (such as in juridical enforcement of 
paternity obligations). 


Inspired by Nobel laureate Amartya Sen, the entitlement approach takes capacities and talents seriously as ‘capabilities’. 
These include, but going beyond the simple, and often Euro-centric, calculus of income and education levels. Where 
capabilities are denied or stunted because of market or other settings where bargaining strengths are unequal, the result 
is “entitlement failure’ (16). Addressing that systemic failure should become the core business of a new regime of 
redistribution to replace the current regime of aid. 


Is this hopelessly utopian? There is a well-supported view that the consciences of Western publics have entered a 
‘twilight of duty’. There, Westerners expect to fulfill obligations to help the disadvantaged only if it is painless, and 
preferably fun, such as in TV extravaganzas and rock concerts for charity (17). Yet on wider planes of public policy, 
public sentiment is stronger. Principles of social solidarity and entitlement may be under attack, but they still underpin 
public policy in European social democracies. 


Toward an Agenda 


In light of these principles, what changes in the aid system would open ways toward emancipation from poverty and 
exclusion? What ways and means might be adopted, by whom, to secure whose entitlements? 


Public Action Not Private Pre-emption 


To halt the decay of governance and of reciprocal give and take between citizens and the state — problems at the heart of 
so many aid failures — two straightforward norms should be brought to bear: 


e Promoting capabilities is, in general, a matter for public action; and 
e Aid matters are, in general, public matters. 


The public action approach, as developed by Dréze and Sen and others, insists that for-profit, non-profit and 
community-based sectors have public roles alongside the state. ‘Public action includes not just what is done for the 
public by the state, but also what is done by the public for itself. The latter includes not merely the directly beneficial 
contributions of social institutions, but also the actions of pressure groups and political activists’ (18). 


Public action involves collective, openly accountable means to combat public bads like pollution, crime and precarious 
livelihoods. It is also promotes public goods like water and drainage, efficient small claims courts, criminal justice 
systems and affordable transport. It allows definitions of entitlement, and of who warrants them, to change over time. It 
frames how problems and alternative solutions are identified, who takes decisions, and how joint endeavors may be 
organized in combinations of state, for-profit and non-profit actors. Choices of investment and the loans needed to 
realize them, about fighting inflation and unemployment, about access to and use of “the commons” and choices about 
how socially excluded or vulnerable people are to be protected are thus no longer matters of private actors nor of the 
state alone. 


As a cluster of ideas, the public action approach has not yet crystallized. Thus far, national and sub-national settings 
have been its chief focus. For the aid system, a public action approach would mean paying attention to all levels, from 


the macro to the micro. Experiences from places like India, Philippines, and Brazil (and also the ghettos of Chicago and 
the northeast of Britain) suggest the ways public action can take root. Distilled and noted briefly here, focal points for 
overhaul of the aid system include: 


Financial disarmament. In proportion to their colossal means, private financial interests contribute little to 
productive investment either directly or in tax revenues. Rules favouring them, especially freedoms from regulation and 
taxation, make possible dangerous criminal and military activities, and make impossible the fair sharing of rights and 
duties and reciprocity with public sectors. In short, they nullify aid’s potentially positive effects. Those interests’ 
influence over, among other things, the US Treasury, IMF and World Bank is unacceptable and should be broken. 


Good Governance is for Aid-Givers Too. _ Democratic control is the obvious counterpart to financial disarmament. If 
bankers and bond traders wish to continue running things in our name, let them compete openly for votes just like 
ordinary politicians. Sermons about good governance at the receiving end would carry far more conviction, and 
chances of success, if public policy of aid providing lands were indeed more “public”, and political competition 
financed far less by vested interests. 


Transformation of the IFIs. | Given their quasi-monopolistic positions in markets for development finance and public 
policy ideas, the IFIs should subjected to norms analogous to competition (or anti-trust) rules. They should be broken 
up. Ideally, their main functions should be moved out of the United States; the lopsided influence of that country’s elites 
is inconsistent with democratic principles that could be reasonably expected of institutions claiming to respond to the 
global community of nations, especially the poorer ones. Private, policy activist pressures for reform merit support, but 
other initiatives, such as to fill the large democratic deficits in parliamentary control over the IFIs, and public 
commissions of inquiry into IFI impacts, should be promoted. 


Move toward bloc transfers. Aid institutions must learn to let go, to end their preference for projects and hobbies, to 
smooth out the peaks and dips in flows, and to expand simple bloc grant transfers, exemplified today in publicly- 
controlled local development funds. Expanded to national levels, such approaches could boil down to donor-recipient 
negotiation, and the writing of checks to recipient authorities against publicly verified results, but without further 
agency involvement. Aid chains would be radically reduced, being maintained chiefly to ensure space for authentic 
public oversight and control. Aid can help protect and enlarge the political space where citizens can follow the money 
and results, and call those responsible to account if things go wrong. Such chains might preferably run via 
professional, municipal, and membership organizations rather than private aid agencies. 


Bloc transfers to redress regional inequalities, neighborhood decay and disadvantage suffered by specific social groups 
is an old and hardly controversial idea (19). Northern European countries spend more than a third of their GDPs in 
redistributive programmes (20); the bulk of the European Union’s total budget rests on them. They also influence 
thinking about aid to some of Europe’s neighbors to the east (21). At global levels, official commitments reflected in 
anti-poverty targets agreed at conferences in the 1990s are but short steps away from public guarantees of effort (though 
they lack penalty clauses open to enforcement in courts of law); they are stepping-stones toward widening the global 
political constituency for entitlement- based approaches (22). 


Redistribution downward, not upward 


Redistribution from rich to poor is not what foreign aid really does -- nor supposed to do. Today, however, obstacles to 
that purpose are weakening and movements in support of it are reviving. The proposition that inequality is an inevitable 
and probably necessary feature of growth — for forty-five years a major pillar of trickle-down economics — has been 
demolished. Indeed inequality has been shown to hinder growth. Promoting greater equality is a good thing for other 
reasons, including greater socio-political inclusion and reduced social tension, resentment and violence. 


Redistribution downward thus has both pragmatic and ethical arguments on its side. Concrete suggestions are emerging. 
The director of a major aid think-tank proposes as an additional global development goal, a ceiling on inequality (23). 
Political economists studying the feasibility of redistribution have identified seven types of policy instruments, and have 
estimated their usefulness in three kinds of settings: middle-income countries capable of redistribution with current 
income and assets; middle and most lower-income countries in which policies would work under a growth-with- 
redistribution regime; and very low-income countries where policies are unlikely to make much difference, so that 
growth itself would have to carry the burden for the time being. The results are summarized in Table 4. 


From this fairly coarse-grained matrix, further options can be worked out place-by- 


Table 4. Feasibility of redistribution instruments by country category 


Country | Redistribution of Growth with Growth without 
Category: | Current income & assets Redistribution policies | Redistribution policies 
(middle-income (middle & most low- (very low-income countries) 
Redistributive countries) income countries) 
Instrument: 
Progressive | Yes Yes for some countries | No 
taxation 
Transfer payments | Yes Yes for some countries | No 
Consumer subsidies | Yes Yes Yes for some countries 
Public job schemes | Yes Yes No 
Land reform | Yes, but not always relevant | Yes Not for most countries 
Education & health | Yes Yes Yes 
Infrastructure & | Yes Yes Yes 
Public Works 


Source: Dagdeviren, H., R. van der Hoeven and J. Weeks (2001) Redistribution Does Matter: Growth and Redistribution for 
Poverty Reduction, WIDER Development Conference on Growth and Poverty, Helsinki: WIDER, web address: 
http://www.wider.unu.edu/. 


place. Social movements and analysts in many countries have many options worth pursuing; some have already begun 
testing them, such as land reform in Brazil and 
public job schemes in India. Cross-fertilization of these ideas, and working alliances are clearly worth developing. 


In every case a complex and delicate constellation of power factors will demand close attention. Targeting is one of 
them. If redistribution measures are to gain political momentum and be sustained, and if they are to avoid stigmatizing 
or marginalizing the poor as a distinct category, they will need support across social strata. Redistribution addresses 
poverty, but it is more than merely “anti-poverty”. Social welfare policies in richer countries are secure because they 
are politically anchored in (lower) middle classes. This underscores the importance of a strategic aim: to “lock in” pro- 
poor entitlements by anchoring them in the broadest political constituencies possible without their being “captured” by 
the better-off. 


End trusteeship, build public politics. 


Most of the above requires public politics, not merely administration, management and cookbook versions of “good 
governance”. It requires filling democratic deficits. That is of course no simple thing. It needs great care and self- 
restraint. Where aid providers do not hold membership in emancipatory social movements (and most do not), they 
should avoid direct support to such movements. Rather, they can help expand the civic spaces in which emancipatory 
movements can flourish. Not blueprints, but processes are needed. This means paying attention to settings, and 
improvising. A typical process moves step by step from achievement of small victories to the gaining of confidence and 
allies, to the winning of wider victories, thence to challenging the rules of the game and negotiating new ones. 


Even in settings with no traditions of public decision-making about collective goods, ways are being found that enable 
citizens to steer outside (conventional aid, and, eventually bloc grants) and local resources through public processes. 
The slow, culture-bound work of building institutions is vital. For outsiders the task is not, as in the conventional aid 
system, the imposition of models but the opening, analyzing and testing of alternatives among institutional frameworks 
(land reform, water access, market licensing, social insurance coverage, &c.) known to improve poor peoples’ 
entitlements. 


Similarly, public authorities and social movements can be helped not to march to the beat of the donors’ drums but to 
gain policy knowledge useful in campaigns and negotiations (24). Public processes may be helped not by indoctrinating 
more technocrats in fundamentalist orthodoxies, but in promoting “economic literacy” and the oversight of public 
choices by way of local media, civil society watchdog groups, international monitoring bodies within regions, and 
technical advisory bodies with autonomy from both business and government. These measures can be combined in 
ways that strengthen trust and public control at the receiving end. If trust between citizens and states improves, so too do 
the chances of give and take, of collecting taxes and fees, and thus of ending aid dependence. 


It may be clear from a reading of this book that aid agencies are themselves part of an institutional framework — the aid 
regime -- that continues to fall far short of its potentials. Conventional aid and its chains have too often been 


constraining, even crippling. Their replacement will not herald a millenarian end to suffering and injustice. A more 
modest, even boringly normal aim would be the mere provision, broadly and fairly, of that to which people are entitled. 
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Five Decades of Foreign Aid: Political & Economic Highlights 
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1950s 
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1970s 


1980s 
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1996 
- 2001 


US aim: Block 
communism, 
stabilize key 
regions; 

Boost growth, build 
market demand 


US aim: Block 
communism 
European: stabilize 
interests in ex- 
colonies 

Boost growth with 
good external 
balances 


Stability in face of 
nationalism; 
Compete more with 
communists on 
social fronts; 

Boost growth and 
employment 


Rollback of Soviet 
allies on periphery. 
Promote tough 
pro-West regimes. 


Boost export-led 
growth & competi- 
tion, recycle oil 
revenues; clear path 
for and protect 
global finance 


Consolidate triumph 
over Soviet bloc. 
Extend powers over 
ex-East Bloc lands; 
Boost growth; 
extend market 
systems; assure 
solvency of creditors 


Same objectives, 

but reducing poverty 
emerges as key aid s} 
rationale. Debates 
about growth versus 
redistribution 

are revived from 
1970s 


“Containment” of communism 
by colonial rule, local clients, 
war; and “community 
development” 

“Take-off”, “Stages of growth” 
& “convergence” theories; 
import-substituting industries 


Guided de-colonization. 

War in SE Asia. Strong, 
Keynesian “developmental 
state” to promote balance 

of industry & agriculture, 
inter-sectoral linkages, exports 
and central planning 


Social as well as military 
“containment”; some human 
rights rhetoric after 1976 
Multilateral banks to assume 
leading roles in money and 
policy; Rising needs to lend on 
accumulated oil revenues. 
“Redistribution with growth” 


Low-intensity war; “low- 
intensity democracy”. 


Neoliberal counter-revolution: 
Re-orient economies outward, 
shrink the state, privatize, 

let markets work by “getting 
prices right”, reduce public 
consumption; provide welfare 
safety nets for austerity’s 
politically dangerous losers 


Shift effective power to central 
banks & finance officials insu- 
lated from politics; Decentral- 
ize, privatize public services; 
promote “good governance”. 
“Shock therapy” of neoliberal 
doctrine in ex-East Bloc; “civil 
society”, “social capital”; 
“sustainable development” 


Same, but state now brought 
In from the cold; accent on 
legitimation and “ownership” 
of negotiated versions of 
market fundamentalist policies 
and good governance; OECD c 
on health, educa- 

tion priorities; concern grows 
about illicit circuits 


Policy leverage for land 
reform in Taiwan, Korea; 
Support to anti-communist 
parties, unions &c. 

Big industrial & social over 
head projects, food aid 


Continuation of 1950s but 
with emphasis on public 
sector management, aided 
by technical assistance; 
start of policy-based loans 
and sectoral support to 
agriculture, education; 
scholarship aid; population 
control 


Shift toward anti-poverty: 
“basic needs’, “integrated 
rural development” 

aid to “informal sector’, 
“women in development” 
“appropriate technology”; 
study but no serious 


promotion of land reform 


Structural adjustment, with 
strong donor steering: 
austerity for public sectors, 
promotion of exports, 
foreign business, NGOs & 
other aid contractors; 
humanitarian boom; 
“participation” methods; 


Europe: modest support 
to southern African & Latin 
American human rights 


Focus mainly on macro 
Policy, beyond projects; 
“capacity-building” for mor| 
technocratic allies; 
“democratization”, 
decentralization; NGO- 
ization, promotion of 
business groups; “conflict 
resolution”; search for 
coherence of trade & aid 


Conditionality shifting to 
policy dialogue & legitima- 
tion via civil society; 
sector-wide approaches 
foremost; development 
banks talk about poverty; 
some bilaterals open 
towards social movements 4 
and human rights 


Nationalism rising. 
Anti-colonial, -imperial in- 
surgencies (Asia, Cuba, &c) 


Autarky and re- 
distribution in China 


Strong versions of import- 
substitution industrialization 
in Latin America; doubts re 
feasibility of “convergence” 
by “dependent” economies; 
critiques of “growth without 
development” 


Oil cartel, nationalism 
gain powers, “New Inter- 
national Economic Order’, 
& “collective self-reliance” 
promoted in UN and Non- 
Aligned Nations group; 
Insurgencies and political 
Islam emerge, meet re- 
pression; instability 


Armed and passive 
resistance to Rollback; 
Anti-apartheid movement, 
Central American pro- 
Democracy movements; 
Dissidence in Soviet bloc. 
Rapid decline, even collapse 
in Africa, stagnation in 
Latin America, booms in 
Eastern Asia 


“Blowback” problems (narco 
regimes &c); Growing criti- 
cism of aid, incoherence of 
Northern policies toward 
South; IMF and WB under 
attack by rising global 
human rights, environment, \ 
& anti-debt 
movements 


BWIs under fire on all sides. 
Rising talk of “rights-based” 
development, critique that 
humanitarian NGOs must 
“do no harm’; increased 
capacity & momentum of 
policy activists, street 
protest; mainstream back- 
lash against them 


